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Editorial Comment 


For the past three years the Accounting 
Reserves For Research Association in Great Britain, com- 
Depreciation posed of accountants in practice and those 
engaged in teaching accounting and allied 
subjects and of economists, has been carrying on its studies 
and has been issuing at regular intervals bulletins or re- 
ports on its findings. Bulletin number six on methods of 
calculating depreciation of assets has just come to hand.* 
The report in this bulletin is based on the replies re- 
ceived from sixty-one companies to a questionnaire sent 
out by the Association. Of these companies, twenty-four 
had a capital in excess of $5,000,000; seventeen, a capital 
between $1,250,000 and $5,000,000; and eighteen, a capital 
under $1,250,000. Two of the replies came from companies 
engaged in distribution activities. Capital as defined in 
the questionnaire included issued debentures, reserves and 
profit and loss balances. 
The policy adopted by large industrial companies in 
recent years in regard to the investment of their deprecia- 





*Published by Gee & Co. (Publishers) Limited, 6 Kirby Street, 
London, E.C. 1. 
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tion reserves has become a matter of considerable economic 
importance because of its bearing on the demand for new 
capital from the public for expansion activities, and we 
therefore sought the observations of the Association in the 
Old Land on this point. It is interesting to note that in 
its questionnaire the Research Association asked for in- 
formation on the extent to which depreciation reserves 
were invested outside the business, and it is also enlighten- 
ing to find that in these sixty-one companies only two had 
so invested them—one in the first class mentioned had 
purchased gilt-edged securities and one in the second class, 
“endowment insurance.” 

The results of the study of this particular phase of the 
subject is much in keeping with those of a study made 
three years ago by Professor E. A. Saliers of Louisiana 
State University and reported in The Journal of Accountancy 
of March 1937. From an examination of the balance sheets 
of forty-one large corporations in the United States, Profes- 
sor Saliers found that depreciation-reserve funds did not 
exist in even one of these companies, and his conclusions 
were that “It is doubtful whether, in the near future, they 
will become popular devices for the financing of replace- 
ments. The money placed in such funds is highly restricted 
as to its use and it is doubtful whether it can be invested 
so as to earn a satisfactory return. It is an admission 
on the part of the firm which establishes them that it can 
not employ these funds in its business and at the same 
time so manage its assets that funds for replacement of 
fixed assets will be available when needed.” And on the 
policy followed by companies of investing their depreciation 
reserves in plant extensions, he made the significant obser- 
vation: “The problem is rather one in the budgeting of 
assets generally, so that the total investment will be profit- 
ably employed and its efficiency maintained. When this 
is done, a plant’s productive capacity should actually in- 
crease without an increase in invested capital, because, in 
addition to the original plant whose depreciated value is, 
say, 75 per cent of its cost when new but whose produc- 
tivity has not declined, there is the additional plant which 
has been constructed out of depreciation funds returned 
through revenues. Such added facilities should increase 
a concern’s borrowing capacity—a means of securing funds 
without tying up capital unproductively over long periods.” 
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Depreciation has been defined by an Eng- 
Economic lish authority as “expired outlay on pro- 
Consequences ductive plant.” The definition emphasizes 
of Depreciation the fact that there has been a permanent 

exhaustion of this asset in producing the 
revenue of the company. Depreciation as a part of the 
cost of production, then, must be charged against the 
revenue of the period before any true estimate of profits 
can be determined. But the problem of depreciation has 
not been solved by simply repeating a statement such as 
this. “What is the profit of a company?” is a question 
that has given rise to an array of court judgments in 
Great Britain during the past half century, but an exam- 
ination of those judgments reveals the fact that the courts 
—in the absence of mala fides, as one writer there has put 
it—have declined to interfere with the discretion of business 
men in matters of commercial accountancy. Commercial 
men, scrupulously careful in other directions, have not how- 
ever always dealt with the question of depreciation upon 
scientific lines. To the accountant is due much of the credit 
for the introduction and the adoption of scientific principles 
in regard to a systematic allowance for depreciation, and 
to the tax authorities for their enlightened support of 
those principles in the administration of the income tax 
statutes. 

Not until recent years have the economic effects or con- 
sequences of the establishing of the principles of deprecia- 
tion allowances become evident. The policy of the great 
modern industrial firms in “budgeting their assets,” as 
Professor Saliers has expressed it, and in employing de- 
preciation funds for the extensions of plant has obviated 
the necessity of public borrowing and has thereby closed 
an avenue of profitable investment for private savings. In 
its March issue of this year, The Journal of Accountancy 
has also referred to the economic effects of depreciation 
and has drawn attention to an article “Capital Not Wanted” 
which recently appeared in a popular magazine. Where, 
then, can such private savings be profitably employed? The 
solution to this problem in the opinion of the writer of 
that article is the establishment of new industries requiring 
large capital, a shifting of national savings into housing 
and public investment where depreciation reserves are not 
sO massive, or a drastic decline in the ratio of savings 
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to national income—more consumers’ goods, relatively less 
capital goods. 

Here indeed is a subject for thought on the part of the 
economist and the public accountant of today. 


For I dipt into the future, far as human eye could see, 
Audits Saw the vision of the world and all the wonder that 


: would be; 
By Air Saw the heavens fill with commerce, argosies of magic sails, 
Pilots of the purple twilight, dropping down with costly 
bales. 

We could not help recalling that vision so vividly 
described in Locksley Hall by Tennyson back in 1842 when 
we were reading in an issue of The Accountant (London) 
of a few weeks ago the advertisement of Imperial Airways 
inviting applications for two appointments as travelling 
auditors. In part, the advertisement reads, “The successful 
candidates will, after a period of training in the United 
Kingdom, be required to perform audit duties at stations 
in all parts of the world, and to travel by air in the course 
of their duties.” 

The advertisement serves to call attention to the de- 
velopments during recent years in the practice of the public 
accountant. Within the short space of the past quarter 
century the duties and responsibilities of members of the 
profession have widened to such an amazing extent that 
we feel safe in saying that few, if any, of the recently ad- 
mitted members appreciate the full extent of those devel- 
opments. While he continues to fill the mission of auditor 
and to perform the duties inherent in that office, the public 
accountant has assumed an even greater role—the diagnos- 
tician of the health of the commercial firm and the con- 
sultant of the business executive. 


This change in the position of the ac- 
The Accountant counting profession is not an _ isolated 
in a Changing phenomenon, but, in the words of a writer 
Economy in The Accounting Review, “it ties in with 

both the current changing relations be- 
tween business and government and the long-run develop- 
ment of the accounting profession. It is part of a dis- 
turbed and unstable economic and social situation which 
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has led accountants and many other groups to seek guid- 
ance in the formulation of basic principles.’ 

It is a long step from the simple account keeping of 
the trading company of a century or more ago to the 
recording of the complicated transactions of the limited 
liability companies and of the giant corporations in the 
industrial and financial world today. We shall not trace 
the stages in that evolution except to observe that, whereas 
in earlier times the books of account were closed only at 
long and irregular intervals, the situation is now entirely 
changed. The tempo of present day business, the use of 
accounts to ascertain the operating costs in industry, and 
the unquenchable thirst of governments for revenue, have 
all contributed to the establishment of a definite account- 
ing period of twelve months and to the rise of a multiplicity 
of problems for the daily occupation of the business execu- 
tive. In this can be found some explanation of the rise 
to prominence of accounting functions and the use of ac- 
counts as an instrument of managerial control and for 
measuring taxable income. 

Then the fact must not be overlooked 
Government that members of the accounting profession 
Control and are being called upon to render assistance 
the Accountant in new and wider fields. There is a trend 

today towards increasing government con- 
trol. Applied some years ago in particular areas like public 
utilities, this control is being extended to general business 
enterprise, and as illustrations we need only refer to the 
activities of the securities commissions of our several prov- 
inces and of the Dominion foreign exchange control board. 
“When government agencies have undertaken to regulate 
business enterprise they invariably have adopted as their 
chief instrument of control the tool which business enter- 
prise itself had already developed—accounting. Thus the 
control function of accounts takes on a new and quite dif- 
ferent form. Instead of being merely a tool of control 
by business enterprise they become a tool for the control 
of business enterprise itself. . . . That accounts will con- 
stitute a central feature of the system of economic control 





1Dr. Scott in The Accounting Review, Chicago, December 1939, 
page 396. 
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in the future is a matter which is no longer open to ques- 
tion.’” 

So the accountant, having had entrusted to him increas- 
ing responsibilities in a world of commerce that is com- 
panion to change and ever new ways, is free to dip into 
the future for a vision of the profession as it now tends 
to be. Speaking particularly to the more mature members 
of our profession, we ask—is your vision of what you want 
that profession to be not sufficient urge to pause a while 
from your preoccupation and give the profession of to- 
morrow the benefit of some calm reflections out of a life 
of wide experience? The Editorial Committee makes this 
appeal and invites you to use the pages of this Magazine 
for so helpful a service and so worthy a purpose. 


When addressing a recent meeting of 
Accounting students in London the Vice-President of 
Terminology the Institute of Chartered Accountants in 

England and Wales impressed these future 
members of the profession with the importance of correct 
terminology. “The meaning of words,” he said, “is a matter 
of supreme importance to the lawyer and also to us. An 
accountant should above all things be a man of clear think- 
ing but it is hardly less important that he should express 
his thoughts in clear and unequivocal language.” 


In almost every issue of THE CANADIAN CHARTERED AC- 
COUNTANT since July 1937 there has appeared an instalment 
of definitions of accounting terms prepared by the Com- 
mittee on Accounting Terminology of the Dominion As- 
sociation. The committee, under the chairmanship of John 
Parton, F.C.A., of Winnipeg, has during these years worked 
faithfully in the preparation of its dictionary of terms. The 
last instalment of definitions in this series was published 
in our last month’s issue. 

At the commencement of this undertaking the commit- 
tee pointed out that the definitions which it offered were 
not to be regarded as final and conclusive but were put 
forward in an attempt to clarify some of the accounting 
terms in common use. In his report to the annual meeting 
of the Association last year the Chairman acknowledged 
the many valuable suggestions made from time to time 


2Ibid, page 401. 
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by members interested in this subject and he reported that 
from information reaching the members of his committee 
it was concluded that the definitions were acceptable to 
the profession generally. 

The members of the profession are indebted to Mr. 
Parton and his committee for this product of their labour 
which was given so willingly in a project for the benefit 
of all. In its dictionary the committee made no attempt 
to deal with specialized terms such as those appertaining 
to cost accountants, municipalities and grain houses. Here 
are wide fields for further study. It is quite possible that 
suggestions will be made at the next annual meeting of 
the Association that the committee direct its energies and 
studies to these fields. We shall be glad to receive any 
observations on this whole subject which our readers wish 
to offer. 
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FURTHER ASPECTS OF THE INSPECTION OF A 
LIFE INSURANCE BRANCH OFFICE 


By G. A. Woollcombe, Chartered Accountant, 
Toronto, Ontario 


al THE interesting article entitled “Audit of a Life In- 

surance Branch Office,” which recently appeared in THE 
CANADIAN CHARTERED ACCOUNTANT, the suggested auditing 
procedure was presented in considerable detail, but a com- 
plete discussion of the subject might also include mention 
of the fact that in at least one of the large Canadian life 
insurance companies the inspection of its branch offices 
has been developed along constructive lines to a point where 
the primary purpose is more one of education than of audit- 
ing alone. The latter function is not neglected, however, 
and in carrying out this part of the work the schedule fol- 
lowed includes, with but one or two minor exceptions, all 
the detailed audit procedure described in the above-men- 
tioned article, taking into consideration certain differences 
in company procedure. During an inspection, possibly about 
one-third of the branch inspector’s time is given to audit 
work, but the other two-thirds of his time is devoted to the 
education of the branch office staff in the more efficient 
execution of their duties, and to several other matters of 
administration described hereunder which are deemed to 
require fairly frequent periodical attention by a head office 
representative. 

The company referred to has found, as the result of its 
experience over many years, that the esprit de corps of its 
branch office organization and the enthusiasm and co-opera- 
tion of its branch office personnel tend to be very favourably 
affected under the influence of periodical visits from a head 
office inspector when the purpose of such an inspection is 
recognized and understood to be educational, but if the main 
stress is laid on the audit side of the work it is less likely 
that much benefit—from a constructive operating point of 
view—will be derived therefrom. The most important 
feature in dealing with the educational aspect of the mat- 
ter consists in instruction in the company’s regulations and 
its established procedure for carrying out all the various 
branch office operations. The inspector must satisfy himself 
by discussions, observation, and review that the branch 
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office staff have a good working knowledge of all the points 
of routine in which their duties may involve them, and this 
of course applies particularly to the branch secretary. 
Wherever necessary detailed instruction is given by the in- 
spector in collaboration with that local official. 


Some Special Features 


Another important matter to which the inspector directs 
his attention is the routing and allocation of work among 
the staff of the branch office. This is investigated with con- 
siderable care to insure that the most efficient arrangement 
is being followed. Needless to say, in a large branch office 
this part of the inspection may mean a considerable amount 
of study and planning on the part of the inspector. Related 
to this feature of the inspector’s work is the confidential 
report on each member of the branch staff which is prepared 
by him for head office use. This is arranged on the basis 
of comparative rating, using a standardized code system 
under a number of different heads. In addition the inspec- 
tor’s report covers such important points as the adequacy 
of the total number on the staff, the general efficiency of 
the office personnel as a whole and the effectiveness of the 
supervision given by the senior members thereof. The 
suitability of the fidelity bonding coverage is also com- 
mented upon, both as regards those individuals who should 
be bonded and the amounts of their respective bonds. 


The extension of credit terms to policyholders in the 
payment of their overdue premiums is a branch office opera- 
tion which calls for detailed review and extensive tests on 
the part of the inspector. Many Canadian life insurance 
companies make use of a system of “promissory notes” or 
“extension agreements,” and such a system places a definite 
responsibility on the branch office to see that the company’s 
regulations in respect thereof are properly carried out, so 
that the policyholder may be given the benefit of helpful 
credit terms without exposing the company unnecessarily to 
the risk of the loss involved in having to pay a claim outside 
the contractual limits of the policy. It is therefore very 
important that the branch office staff should have a 
thorough understanding of this feature of their work. Ac- 
cordingly the inspector must first examine in considerable 
detail the premium extensions granted by the branch office, 
and then discuss the matter fully with those members of 
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the branch staff specially concerned, dealing specifically 
with any deviations from the regulations revealed by his 
examination and generally, from an instructional point of 
view, with these regulations as a whole. 


Another branch office operation which is specially in- 
vestigated by the inspector is the “conservation” procedure. 
Life insurance companies consider that it is just as im- 
portant to conserve the business already on the books (i.e. 
to prevent it from being allowed to lapse by the policy- 
holder) as it is to sell new business. Consequently great 
attention has been paid in recent years to building up a 
suitable conservation routine on the part of branch offices. 
This calls for regular contact with the policyholder by no- 
tice, letters, telephone, and personal interview, in accordance 
with standard plans of procedure formulated as a result of 
past experience. The routine has numerous variations 
depending on such factors as the kind of policy, the type of 
non-forfeiture clause therein, the amount of equity remain- 
ing, etc. The inspector must spend a considerable amount 
of time discussing this with the branch staff and making a 
number of detailed tests to determine whether the required 
procedure is being followed, careful attention also being 
paid to the actions taken by the branch in cases where 
actual lapse occurs. He should also satisfy himself that 
sufficient information, in accordance with the company’s 
regulations, is being supplied by the office staff to the field 
force in order to enlist their help in saving policies from 
being permitted to lapse by the policyholders concerned. 


Sundry Administrative Points 


The above examples are illustrative of the direction of 
the inspector’s efforts in reviewing with the branch staff 
the various branch office operations, with the object of 
helping them to carry out their work more efficiently. There 
are also a number of matters of a general nature which are 
given detailed attention by the inspector. One of these is 
the preparation of a report on the office premises covering 
such points as location, appearance, layout, caretaking, 
signs, lighting and heating. Another is a careful survey 
of the filing system, the follow-up arrangement in use and 
the routine carried out for the elimination of other than 
permanent correspondence. The appearance, construction 
and clarity of the text of outgoing letters should also be 
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carefully scrutinized, and suggestions made for improve- 
ment where necessary. Still another point is the checking 
of the inventory of furniture and equipment and the mak- 
ing of detailed comments concerning unnecessary articles in 
the inventory and any repairs or new equipment apparently 
required. Similar to this is the inspector’s survey of sup- 
plies and stationery, advertising literature and operation 
of the branch office library. 

Some branch offices in Canada have mortgage loan de- 
partments responsible directly to the head office mortgage 
department and in these cases the branch inspector makes 
a comprehensive survey of the office system as well as car- 
rying out a detailed audit of the mortgage branch records. 
When inspecting branches located outside of Canada at- 
tention must be given to such points as the accounting sys- 
tem required in order to conform to the local “code of 
commerce” or any such statute governing the records which 
must be maintained, the regular periodical reports to the 
local government, any regulations of the local government 
affecting the life insurance business as such, local taxes af- 
fecting the operation of the branch and any special features 
peculiar to the particular country concerned. 


Head Office Procedure 


Before commencing his periodical survey, the inspector 
is provided with a formal schedule which lists the points 
which are to be covered by him in the educational and gen- 
eral part of his work as well as in the audit proper. This 
schedule is drawn up so as to leave adequate space for the 
comments of the inspector concerning each point, flexibility 
being provided by using the blank backs of schedule sheets 
for more lengthy remarks. In addition to the actual in- 
spection schedule, he is also provided with the various lists 
and detailed information as shown by head office records 
which are necessary in order that a complete audit of the 
branch office can be performed. Furthermore memoranda 
are given him of all cases which appear to indicate a need 
for further education on particular matters at the branch 
about to be inspected and which have been called to the 
attention of the inspection department by other head office 
departments. After the inspection has been finished, the 
schedule, accompanied by the inspector’s report, is for- 
warded to the inspection department at head office. The 
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audit lists, etc., with the inspector’s notations thereon, are 
reviewed carefully in the inspection department and refer- 
ence back to the head office records is made wherever neces- 
sary and an analysis of the discrepancies is prepared in 
order that they may be adequately adjusted. 

The inspector’s comments and report in detail as con- 
tained in the inspection schedule are reviewed in the in- 
spection department by another inspector who should if 
possible be familiar with the branch concerned. It has been 
found that such a review by a second inspector is very effec- 
tive as a step to insure the accuracy, fairness and concise- 
ness of the memoranda, which are sent by the inspection 
department to various head office officials, summarizing the 
matters arising from the inspection. As well as the factual 
detail of the matters mentioned therein, these memoranda 
often contain constructive suggestions for the consideration 
of the officials to whom they are addressed. A letter is writ- 
ten to the branch office confirming the matters regarding 
which the inspector has found it specially necessary to edu- 
cate the branch staff; and in addition instructions to the 
branch office may require to be given as a result of the 
memoranda mentioned above which have been furnished to 
the company officers interested. Finally a general report 
on the whole inspection is prepared for the general manager. 
This report covers in brief all the important points brought 
out by the inspection, and includes any recommendations re- 
quiring consideration by the general manager and a sum- 
mary of the memoranda sent to other officers. 

It will be evident from the above description that the 
inspection of the branch offices of a life insurance company 
represents another of the many fields of business in which 
it is possible for auditors to develop their sphere of useful- 
ness beyond the limits imposed by the scope of an ordinary 
audit and thus to accomplish results having constructive 
operating value to the company concerned. 
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CORPORATION LAW BEFORE 1840 
By A. W. Currie, Vancouver 


~~ right to create legal persons, or corporations, is a 
prerogative of long standing but the first occasion on 
which it appears to have been exercised by any legislature 
in what is now Ontario was in 1815, nearly a quarter of a 
century after the establishment of the first parliament in 
the present province. In that year The Midland District 
School Society was incorporated (55 Geo. III, c. 18) with 
its main office in Kingston. The object of the Society was 
to “promote the education and moral improvement of the 
poor of every religious denomination in Canada.” The 
charter is a short, straight-forward document setting forth 
the objectives and powers of the Society, creating it a body 
corporate, and declaring that no persons other than British 
subjects might be trustees or teachers. Nothing was said 
regarding the transferability of shares or the authority 
of trustees to make by-laws not inconsistent with the in- 
corporating act. These matters were dealt with by an 
amending statute in 1837. 

Four years after the granting of this charter the Bank 
of Upper Canada and after another four years, in 1824, the 
Welland Canal Company (original capital £36,900) were 
incorporated. These were followed by the Desjardins Canal 
in 1826 with a capital of £10,000 and The Cataraqui Bridge 
Company in 1827 with a capital of £6,000.1. The latter 
charter contains two interesting provisions. “Where femme 
coverts are stockholders [three married women were in fact 
among the incorporators], the husband shall represent the 
Stock notwithstanding it is in her name, and not that of 
her husband.” This stipulation was repeated in one other 
charter before 1840 but in every other case a wife had the 
full legal powers of any shareholder. The other interesting 
clause was that “if from any improvements which shall 
hereafter be made it shall become desirable to have a pas- 
sage for vessels or boats of larger dimensions through or 
under the said Bridge, it shall be incumbent upon the said 
Company as soon as practicable to increase the dimensions 
of their Draw-Bridge, so that navigation will not be ob- 





1Capital stock was quoted in terms of one pound provincial cur- 
rency which had the value of $5.00. 
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structed.” This clause was introduced, as the marginal 
note to the Act explains, “to admit of Steam-boats if neces- 
sary” for the first steamer on the Great Lakes had been 
constructed near Kingston in 1816. 

In the eighteen-thirties the number of charters granted 
greatly increased.? Most of the companies incorporated 


2Figures in round brackets refer to capitalization in terms of pro- 
vincial currency. 

1829—The President, Directors and Company of Cobourg Harbour 
(7,500); Port Hope Harbour and Wharf Company (7,500). 

1830—Trustees of the Grantham Academy. 

1831—Tay Navigation Company [canal Perth to Smith’s Falls] 
(4,000); The Niagara Harbour and Dock Company [Niagara-on-the- 
Lake] (25,000); The Marmora Foundery Company (20,000). 

1832—The President, Directors, and Company of the Commercial 
Bank of the Midland District [at Kingston] (100,000); The Grand 
River Navigation Company [at Brantford] (50,000); The President, 
Directors and Company of Port Dover Harbour (5,000); The Presi- 
dent, Directors and Company of Port Burwell Harbour (7,500). 


1833—The Saint Catharines Salt Company (25,000); The Presi- 
dent, Directors and Company of the Louth Harbour (5,000); British 
America Fire and Life Assurance Company (100,000); The Saint 
Lawrence Inland Marine Assurance Company (100,000). 

1834—President, Directors and Company of the Port Hope and 
Rice Lake Canal Company [expired by non-user in 7 years]; Richmond 
Canal Company [expired by non-user in 7 years]; Bath School Society 
[near Kingston]; The President, Directors and Company of Credit 
Harbour (5,000); Cobourg Rail Road Company [expired non-user]; 
The London and Gore Rail Road Company [later the Great Western, 
now part of the Canadian National] (100,000). 

1835—President, Directors and Company of the Gore Bank 
(100,000); The Saltfleet Salt Company (25,000); The Cayuga Glass 
Manufacturing Company (10,000); The President, Directors and Com- 
pany of Stoney Creek Harbour (7,500); ... the Grimsby Breakwater, 
Pier and Harbour Company (3,000); Hamilton and Port Dover Rail 
Road Company [expired by non-user]; Erie and Ontario Rail Road 
Company [around Niagara Falls] (75,000). 

1836—The Cayuga Bridge Company (2,500); Niagara River Sus- 
pension Bridge Company [at Queenston] (25,000); Gananoque and 
Wiltsie Navigation Company (6,000); The President, Directors and 
Company of the Grafton Harbour (10,000); The City of Toronto Gas 
Light Company (20,000); The Hamilton Water Works Company [for- 
feited by non-user]; City of Toronto and Lake Huron Rail Road 
Company [non-user]; Niagara and Detroit Rivers Rail Road Company 
[non-user]. 

1837—The Fort Erie Canal Company (75,000); The Beverly Navi- 
gation Company (5,000); The College of Regiopolis [at Kingston]; 
The Lyndhurst Mining and Manufacturing Company [near Brock- 
ville] (50,000); The Caledonia Springs Company [near Ottawa] 
(50,000); President, Directors and Company of the Colborne Harbour 
(4,000); . .. the Port Darlington Harbour (10,000); President and 
Directors of London and Devonport Rail Road and Harbour Company 


[non-user]. 
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were for the purpose of providing transportation facilities 
in order to fill the urgent need of a pioneer community for 
better communication. These companies were given the 
right of eminent domain, that is, the privilege of appro- 
priating such privately owned land as they might require 
on condition that they gave reasonable compensation for 
it. In case of dispute the value of the land was to be 
determined by a board of arbitration consisting of one 
person named by the land-owner, one by the company and 
a third selected by these two. In the Tay Canal and two 
other cases the board was to consist of a jury to be sum- 
moned by the sheriff. In all instances it was possible to 
appeal to the Court of the King’s Bench. It will be ob- 
served that beginning in 1834 a number of railroads were 
chartered. The use of steam as a means of locomotion 
however had not yet won a complete victory for the early 
railways had authority to transport “by the force of steam, 
or by the power of animals or by any mechanical or other 
power,” or by “any combination of power which the said 
Company may choose to employ.” The charter of the 
Kingston Marine Railway struck two modern notes. In- 
corporation by enabling the petitioners to carry on business 
more extensively would be of great advantage to the town 
of Kingston and would afford employment to a great number 
of persons. 

Although the main interest of the time was in these 
transportation companies, bridges, canals, harbours and the 
_ new railways, ventures with other objectives were not neg- 
lected. The Mormora Foundery Company aimed to develop 
the resources of bog-iron ore north of Trenton. An English 
traveller at the time declared that the ore was 92 per 
cent iron, was on the surface and that there was an abun- 
dance of the requisite materials of limestone and pine fuel 
in the vicinity. Nearby there was black lead and a metal 


1838—Waterloo Bridge Company (750); Grantham Navigation 
Company (50,000); The Kingston Marine Railway Company (30,000); 
The President, Directors and Company of the Bond Head Harbour 
Company (5,000); The Windsor Railway or Macadamized Road Com- 
pany [Whitby to Toronto] (5,000). 

1839—President, Directors and Company of the Bayfield Harbour 
(2,500). 

1840—York Bridge Company (2,500); The Oakville Hydraulic Com- 
pany [to develop water-power] (2,000); The President, Directors and 
Company of the Bronte Harbour (5,000). 
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like silver.* One of the incorporators was Peter McGill, a 
wealthy fur-trader, later president of the Bank of Montreal. 
Nevertheless the scheme was a failure and the company 
had to be reorganized in 18538. The Lyndhurst Company 
was to operate a flour and saw mill as well as develop iron 
and copper mines. Few of these industrial ventures were 
successful but the fact of their incorporation indicates the 
optimism of the period and the expanding business interests 
of the colony. 

A study of the early charters gives a fairly complete 
picture of the state of “company law,” if such it may be 
called, a century ago. Except in the case of the Welland 
Canal Company where the government in 1827 loaned money 
on debentures, there was only one type of security, par 
value common stock. The par value varied from £1 for 
Gananoque Canal and £6 5s for most of the bridge com- 
panies to £25 for Cataraqui Bridge, Oakville Hydraulic and 
the three salt concerns and £125 for Lyndhurst. The ma- 
jority of the concerns however had shares of £12 10s, pro- 
vincial currency. In almost every case there were provisions 
for a minimum subscription before commencing business, 
for calling up shares by instalments and for forfeiture in 
case of non-payment. The directors of the Cataraqui Bridge 
Company had exceptional powers. If the authorized capital 
of £6,000 was not enough to build the bridge, the directors 
of their own volition could increase the capital up to £8000 
provided the facts were published in a local newspaper. 

As regards voting, the practice was to give the holder 
of relatively few shares a disproportionately large voice in 
the management of the company. For example the Welland 
Canal Company gave one vote to the holder of five shares, 
two votes to the holder of twenty shares, three votes for 
fifty and four votes to the holder of 100 or more shares. 
A much more usual arrangement was that adopted origin- 
ally in the Bank of Upper Canada—one vote for each share 
not exceeding four, five votes for six shares, six for eight, 
seven for ten and one vote for every five shares above ten, 
but no person was entitled to more than fifteen votes. Most 
of the later charters omitted the limit of fifteen votes. The 


3R. Montgomery Martin, History of the British Colonies (London, 
1834), pp. 249-50. 

4Shareholders of the London Stock Exchange still vote on a similar 
principle. Lee, The City Page (London, Nelson, 1939), p. 133. 
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Toronto Gas Light Company had a more complicated ar- 
rangement on the same principle but only in the Cayuga 
Bridge, Cayuga Glass and the York Bridge Companies was 
the practice of one vote per share adopted. The proxy 
system was recognized although only one company, the 
Caledonia, required that the proxy-holder must also be a 
shareholder and that the proxy be in writing. Shares were 
personal property and were transferable. The early 
charters were silent regarding the method of transfer but 
as time went on the practice of requiring transfer on the 
books of the company became common. The British 
America Fire Assurance Company stipulated that the trans- 
fer be signed in the company’s books by both parties or 
their agents. The Caledonia Springs Company had an un- 
usual arrangement. “All the shares of the company shall 
be numbered in progressive order beginning at number one: 
and after the first meeting of the said Corporation each 
member holding shares in the said company’s stock shall 
be entitled to a certificate under the seal of the said Cor- 
poration and signed by the Secretary and the Treasurer 
thereof, certifying his property in such share or shares, 
as shall be expressed in such certificate.” 

The directors were either five or seven in number and 
elected annually, though the Toronto Gas Light Company 
had twelve, of whom six were to be elected each year, 
and the British America Fire and Saint Lawrence Marine 
Assurance, seventeen and eleven respectively. In some 
cases a few of the board would not be eligible for re-election 
until one year after they had previously been directors. 
Invariably the board elected its own President. A director 
had to own a number of shares—four, ten or twenty—except 
in the banks where he need own only one. The directors 
had power to declare dividends out of profits as well as 
to engage employees and pass by-laws for the conduct of 
the company provided they were not inconsistent with the 
underlying laws. 

In some of the early charters provisions regarding the 
presentation of financial statements were lacking. Indeed 
the Midland District School Society existed for over twenty 
years before an amendment to its charter required the 
treasurer to report his receipts and disbursements to the 
stockholders. In the course of time however the practice 
of preparing reports as well as of bonding the treasurer 
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became common. In most cases there must be presented 
“once every three years or oftener if required by any num- 
ber of shareholders holding at least one-third part of the 
shares or stock which shall then be subscribed for or taken 
up, an exact and particular statement of the debts and 
credits of the said Company together with all other infor- 
mation concerning the affairs of the said Company within 
the knowledge or power of the said Directors which shall be 
required by . . . the holders of one-third of the shares.” 
Alternatively the statement was to be presented annually 
“to appear on the books and to be open to the perusal 
of any stockholder at his or her reasonable request.” Only 
in one case, Toronto Gas Light, did the statement, which 
in this instance must be “full and most unreserved,” have 
to be signed. The Saint Lawrence Marine Assurance gave 
the right to any stockholder to receive the names of all of 
the stockholders of the Company from the president or 
secretary. 

The increase in the number of joint stock companies 
soon necessitated laws of general applicability. The first 
of these in 1833 governed the service of writs upon a cor- 
poration. In the following year every corporation was given 
the right to transfer real property. Finally in 1837 an 
Act (2 Wm. IV, c. 14) “to supply by a general law certain 
forms of enactment in common use, which may render it 
unnecessary to repeat the same in Acts to be hereafter 
passed” set forth among other things that every corpor- 
ation should have the right to sue and be sued, contract, 
plead in the courts and so on. It could own property pro- 
vided always the amount of real estate owned was limited 
to the amount necessary for carrying into effect the specific 
object of such corporation. No corporation could engage 
in the business of banking unless specially authorized. The 
directors could make rules for the conduct of business so 
long as such rules were not repugnant to the laws but the 
legislature reserved the power to add to or alter any act 
of incorporation.’ 

This Act, brief though it was, may be considered as the 
beginning of companies acts as we understand that term 
today. It was not, however, until 1850 that provision was 
made for the incorporation of companies, generally, i.e. 


5These provisions are now contained in the Interpretation Act, 
R.S.C. (1927), c. 1, 8s. 30. 
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without the necessity of a special bill. The legislative 
measure of 1837 merely removed the necessity for the con- 
stant repetition in special charters of clauses applicable 
to them all. Nevertheless, the act was important for it 
marked the beginning of general company law and at the 
same time the end of a period of extensive company pro- 
motion. The prosperity of the eighteen-thirties came to a 
sudden end in 1837. The revival of business activity as 
well as of company incorporations did not come until after 
nearly five years of acute depression and then Canadian 
company law entered into a new phase of its development. 


ACCOUNTANTS AND THE LAW OF NEGLIGENCE 


By W. Summerfield and F. B. Reynolds 
London, England 


(Continued from March Issue) 


Authorized Fraud 

With regard to the expressions frequently met with in 
the class of case where fraud is alleged, such as “acting 
within his authority,” or “acting in the course of his em- 
ployment,” or “acting within the scope of his agency,” does 
the law draw any distinction as to their respective meaning 
and effect? 

In Lloyd v. Grace, Smith & Co. (already referred to here- 
in), Lord Macnaghten said that, broadly speaking, they 
meant one and the same thing; although, he added, it was 
not easy to define with exactitude what they meant; the 
‘ circumstances of particular cases indicated which one of 
the several expressions commonly used was the most ap- 
propriate but, in his view, whichever expression was used 
it must be construed liberally (at p. 736). He referred with 
approval to the dictum of Mr. Justice Willes in Barwick v. 
English Joint Stock Bank ([1867] L.R. 2, Ex. 259), where he 
said that the responsibility which the law imposed upon 
the principal for the fraud committed rested ‘not on the 
ground of any imputation of vicarious fraud to the principal, 
but because with respect to the question, whether a prin- 
cipal is answerable for the act of his agent in the course of 
his master’s business, and for his master’s benefit, no 
sensible distinction can be drawn between the case of fraud 
and the case of any other wrong” (at p. 265). 

In other words, as has been indicated above, the em- 
ployee or agent has, by his activities, which were made 
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possible by his position, created an extension of his prin- 
cipal’s “personality.” That extension may proceed either 
in the direction of honesty or of dishonesty, or (on a parallel 
line) in the direction of diligence or negligence; and, in 
either case, along whichever of the two lines the agent 
travels, the principal is required to foot the bill. 

It is difficult to see how the law could well decide other- 
wise; somebody must pay the bill, and since, if the agent 
travels in the right direction the principal pays the bill and 
secures the profit, he must, if the agent travels in the wrong 
direction, foot the bill and stand the loss. The fraud of the 
agent is often made possible only by the negligence of the 
principal, but there are many cases where the agent suc- 
ceeds in being fraudulent despite all reasonable precautions 
taken by the principal. The nature of professional practice 
being what it is, it would be useless for a practitioner to 
employ any assistant if he himself were at all times to 
supervise every detail of the assistant’s work. 

Drawbacks of Practice—The professional practitioner is, 
admittedly, at a disadvantage compared with the principals 
of many other types of enterprise; for example, in a busi- 
ness house the fraud or, indeed, the negligence of an assist- 
ant will more readily be brought to light; the greater the 
business unit, indeed, the more difficult should it be for an 
assistant to embark upon a course of fraud or negligence, or 
having embarked upon it to remain on such a course for an 
appreciable length of time. The greater the business unit 
the greater is the sub-division of labour, and the more sub- 
divisions of labour there are, the more automatic checks 
there are. Moreover, the professional practitioner is not 
able directly to avail himself, to any appreciable extent, of 
the invaluable mechanical devices now so commonly in use 
which make fraud more difficult and negligence more read- 
ily avoidable. For the essence of professional practice is 
the mental labour and skill for which the client is prepared 
to pay, and not the material output of machinery. 

Nevertheless, even within the realm of professional prac- 
tice there are many variations and differences; for example, 
the opportunity to carry out a fraudulent scheme such as 
that revealed in Lloyd’s case is more liable to occur in a 
solicitor’s office than in an accountant’s office—at any rate, 
when the accountancy firm has undertaken a purely ac- 
countancy task. 

328 





ACCOUNTANTS AND THE LAW OF NEGLIGENCE 


Omission or Commission?—In Davies v. Hosken (already 
referred to herein), the plaintiffs claimed to be indemnified 
by Lloyd’s underwriters under a solicitor’s indemnity policy 
(which is, commonly, in terms very closely parallel to those 
which are usually found in an accountant’s indemnity poli- 
cy). The plaintiffs were in practice as solicitors, and were 
successors in business to Ashford, a deceased solicitor, by 
whom Digby had been employed as a clerk, and the plain- 
tiffs had continued to employ Digby. Clients of the plain- 
tiffs having handed moneys to Digby for the purpose of 
their being invested upon mortgage, Digby had, in some 
instances, kept the money for himself, and in other in- 
stances, although he had duly paid the moneys into the 
firm’s account, he had subsequently, by fraud, induced his 
employers to draw cheques, which he proceeded to convert 
to his own use. Upon Digby’s malpractice being brought 
to light, the firm met claims brought against them by their 
clients, and duly prosecuted Digby to conviction, and there- 
after sought to recoup their losses by claiming under their 
insurance policy. 

Mr. Justice Porter referred to the terms of the policy 
which were framed to indemnify the assured against any 
loss arising from any claim which might be made against 
the firm by reason of— 

“any neglect, omission or error committed on the 
part of the firm, or any person employed by the firm, 
in or about the conduct of any business conducted by or 
on behalf of the firm in its professional capacity as 
solicitors.” 

Prima facie, he said, the words “neglect, omission, or 
error” were not apt to cover a case of fraud; and, in par- 
ticular, not to the kind of fraud which is perpetrated where 
moneys are obtained by the employee for investment in 
securities which did not, and were not intended, to exist; 
but, he proceeded, he would find it more difficult to decide 
a case such as this if the words of the policy had been 
“any act, neglect, omission or error;” the words employed 
in the policy pointed, prima facie, to an omission and not 
to a fraudulent act; in short, they did not point to so positive 
an act as fraudulently obtaining money from third parties. 

The distinction between the kind of misconduct contem- 

plated by such insurance policies and that which is not 
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intended to be covered can be put as an intention to cover 
that kind of negligence which consists of leaving undone 
those things which ought to be done, rather than the doing 
of those things which ought not to be done. 

No insurance policy could be framed to offer cover to 
an accountant against a claim arising out of his own fraud 
—such an offer or agreement would be void as being 
“against public policy.” Hence, it follows that the fraud 
of his employee cannot aid the accountant to escape lia- 
bility under cover of an insurance policy; for the employee 
is merely acting, as we have said, as an extension of the 
principal’s own legal personality. 

Digby, it appeared from the evidence, had authorization 
from his employers to receive moneys, but he had no 
authority to arrange mortgages. But even if he had had 
such authority the position, said Mr. Justice Porter, would 
have been no different; for it would not be a valid argu- 
ment to contend that the firm (acting by the agency of 
their clerk) had merely negligently failed to provide their 
clients with the securities for which they had paid their 
money. The essence of Digby’s activities was the fraudulent 
diversion of the clients’ moneys; there was, in consequence 
thereof, admittedly, a failure on the part of the firm to 
provide their clients with the securities; but it was a fraud- 
ulent failure, and not a negligent failure; the firm must 
be held in law to have been fraudulent, that is to say, 
“vicariously” fraudulent, viz. through the misconduct of 
their clerk. 

Assessing Loss—No Formula—An interesting problem 
which the learned Judge propounded (without deciding it) 
was: assuming that the conduct of Digby could be held to 
be such “neglect, omission or error” as gave his employers 
the protection contemplated by the insurance policy, at what 
figure would the resulting loss have to be assessed? Sup- 
pose, he instanced, Digby had promised the client to provide 
a security worth £5,000, but had, in fact, provided a security 
which was worthless, and kept £4,000 for himself out of 
the £5,000 handed in by the client; would there in such 
circumstances, be a loss of £5,000 or a loss of £1,000? 


The Main Point—In Uxbridge Permanent Benefit Building 
Society v. Pickard (already referred to herein), Conway, a 
managing clerk in the employ of Messrs. Pickard & Co., a 
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firm of solicitors, obtained from the building society a loan 
of £500, by way of a property mortgage, which he procured 
by the production to the society’s solicitors of a deed which 
was forged. The firm was held liable to the society in dam- 
ages. The Court declined to accept a contention that Lloyd’s 
case was inapplicable to such circumstances because the 
party defrauded was not a client of the firm. In Lloyd’s 
case it had been pointed out that the definition of Mr. 
Justice Willes in Barwick’s case was no longer to be regarded 
as being in accordance with the modern principle of law, 
in so far as that definition appeared to limit the liability 
of the principal to cases where the wrong done by the 
servant was done not only in the course of his service but 
also for his employer’s benefit. 

In brief, the principal is now held liable for the acts of his 
agent, because the status of agent makes the wrong possible. 

In Lloyd’s case, in fact, the House of Lords declared that 
Mr. Justice Willes had not said otherwise—if regard is had 
to the whole of his judgment and not to an isolated passage 
therein. 


Full and Partial Audits 
As has already been indicated the purposes for which 
an accountant may be retained to act for a client are ex- 
tremely varied, and upon them will depend the nature and 
extent of the liability of the accountant. The purpose of 
the retainer should always be defined at the outset, but, 
_ unfortunately, this is not as frequently done as could be 
wished, and it is left to be deduced from the circumstances 
of the case when the matter has reached the stage of 
litigation. 

What is an Audit?—Even when the accountant and his 
client have been prudent enough to set forth in the docu- 
ment of retainer the scope of the accountant’s task, a good 
deal of vagueness frequently remains, which can be dissi- 
pated only by the adjudication of the Court upon the par- 
ticular facts. For (as might be expected) the Courts have 
not attempted to define in a general way the meaning of 
such common terms as “audit;” nothing is commoner, for 
instance, than to find such an expression used as “audited 
and found correct,” yet it would be extremely difficult to 
find any authoritative definition of the meaning of such a 
statement. 


May, 1940. 
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Fee not Decisive—Not only does the accountant under- 
take to discharge a variety of functions, for example, ac- 
counting, auditing, liquidating, trusteeship, secretarial 
duties and the like, but even each of those several functions 
admits of subdivision. Thus, an audit may vary enormously 
in its nature, scope and purpose from client to client. A 
most common line of defence in negligence cases is for the 
accountant to plead that he has not been guilty of negli- 
gence in the particular circumstances of the specific case 
before the Court because the plaintiff’s contentions would 
be sustainable only if he had undertaken a comprehensive 
or full audit, whereas in fact he undertook only a partial 
or limited audit. Frequently, when such a defence is raised, 
in the absence of a specific retainer (whether verbal or in 
writing) which can be looked at to ascertain the scope of 
the audit undertaken, it is argued by way of defence that 
the smallness of the fee agreed to be paid indicates a limited 
audit, and not a full audit. 

It cannot be too strongly emphasized that the inade- 
quacy or otherwise of an agreed fee is a matter for the 
accountant and the client to settle between themselves at 
the outset; it can in no way bind the Court in deciding 
whether or not it was adequate for a full audit. At the 
same time, it is a factor to be considered; it is an indica- 
tion; but it is certainly not more than an indication of 
probabilities or possibilities. It is a legitimate argument to 
contend that if A, an accountant of eminence, undertook an 
audit for a substantial client at a fee, let us say, of ten 
guineas per annum, it must be deduced to be unlikely that 
he undertook a full audit; but, as against this argument, 
it must be remembered that there may be all sorts of other 
considerations which induced the accountant in this particu- 
lar case to accept an unusually low fee. Whether it was, 
in fact, an unusually low fee could be tested, of course, by 
reference to what A charged other clients for similar work, 
or what B, another accountant of similar eminence, would 
have charged. 

Audit or Check?—An illuminating case is Maritime Insur- 
ance Co., Ltd. v. William Fortune & Son ( [1930] 1931 Account- 
ant Law Reports, p. 44). 

The plaintiffs, a Liverpool company, claimed £522 dam- 
ages from the defendants, a firm of chartered accountants 
practising at West Hartlepool. The plaintiffs contended 
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that the defendants had been guilty of breach of their 
duty in certifying the accounts of the West Hartlepool 
branch of the plaintiff company and of failure to discover 
defalcations which had been carried out by an employee of 
the plaintiffs. By their defence the defendants contended 
that they had not been employed to conduct an audit, but 
merely to check monthly reports which the employee of the 
plaintiffs was required to make from the books of the West 
Hartlepool branch for dispatch to his head office. The 
defendants in this case had been retained at a fee of twelve 
guineas per annum. 

For the plaintiffs it was argued that the use of the ex- 
pression “audited and found correct” should mean “examin- 
ed with the ledger,” and that if the defendants had exam- 
ined with the ledger they would have discovered, on numer- 
ous occasions, inconsistencies, which would have at once 
aroused suspicion and would have led to the abuse being 
ended; it was not open to the defendants to say that a 
great deal could not be expected of them because they had 
been paid only one guinea per month, which would represent 
about half-a-day’s work; they should have followed through, 
at any rate, some test items; they might have qualified 
their certificate by some such statement as “audited and 
found correct subject to not having checked the cash bal- 
ances, and we have not given you any differences between 
the monthly list dates and those in the ledger.” The duty 
of the defaulting employee had been to make the monthly 
returns to his head office, showing the state of the accounts 
as between the West Hartlepool branch and the head office 
in Liverpool, and also the moneys due by way of premiums 
from policy-holders, and the moneys due to policy-holders 
in settlement of their claims. It was contended, therefore, 
that the defendants ought to have sought information re- 
garding the cheques as shown in the bank pass-book, and 
that an examination of the counterfoil paying-in book would 
have revealed discrepancies as between the credits to cus- 
tomers and the cheques received. 

Pass-book and Paying-in Book—For the defendants it 
was contended that it was no part of the duty of an auditor, 
in the ordinary course of duty, to examine a counterfoil 
paying-in book. Upon that, Mr. Justice Roche (as he then 
was) observed that in his view it was the first thing that 
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a common-sense man would look at if he did not understand 
the pass-boox. 

According to the evidence of the senior partner in the 
defendant firm the plaintiffs had themselves prescribed a 
form for monthly returns, and the function of the defend- 
ants was to see to it that the monthly returns were made 
promptly and regularly, and that the facts and figures there- 
in given were based on entries in the books; their function 
was not to undertake a strict audit, but merely to check 
the monthly reports with the books shown to them in the 
branch office; it was usual to check the cash book with the 
pass-book, but not with the paying-in book unless suspicious 
circumstances were present. Under cross-examination he 
conceded that such work could have been performed by 
anybody, for if the client’s books were written up, the 
accountant’s task in this case was merely to see that the 
data were properly transcribed; and, in answer to a question 
from his lordship, he said that they were under no duty 
to call anybody’s attention to the fact if they found that 
the books were erroneously balanced. 

In the course of his judgment, Mr. Justice Roche ob- 
served that the case had been rendered more difficult be- 
cause the employment of the accountants had started more 
than thirty years ago. (In parenthesis, it may be observed 
that this sort of difficulty frequently arises, because an 
accountant, who is content to accept a small fee for work 
on behalf of a client whose business is small, very frequent- 
ly goes on, year after year, at the same fee, although the 
size of the client’s business may go on increasing, year 
after year). The trouble in this case, his lordship pro- 
ceeded, had arisen because the branch accountant, whom 
nobody had any reason to suspect, had for some years mis- 
appropriated moneys by omitting to enter in his books cash 
and cheque items. The function of the accountants here 
had been somewhere between the conduct of a full audit 
on the one hand and the checking of the monthly returns 
on the other hand; it was, in fact, limited to examining 
the books kept at the branch office to see that they were 
the kind of books which the head office required to be 
kept, and also to see that their contents were adequately 
summarized in the monthly returns to the head office; if 
anything suspicious emerged in the course of that examina- 
tion it would be their duty to report upon it. Upon the 
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facts of this case it appeared that they were not in a posi- 
tion to judge whether the branch was being satisfactorily 
conducted, or whether its books of account correctly reflect- 
ed its affairs; there was no system in vogue whereby cash 
received could be checked, so that a misappropriation which 
had taken place went on without being detected; the acts 
and omissions which facilitated the trouble were not the 
acts and omissions of the accountants, and, therefore, they 
could not be held guilty of breach of duty or of negligence; 
there would have been no point in the circumstances of 
this business in their counting cash, nor were they required 
to go behind the books of account and examine the paying- 
in book—such an examination would be called for in circum- 
stances which indicated that a prudent and diligent ac- 
countant should suspect either dishonesty or inaccuracy. 


(to be continued) 


ADDRESS OF PRESIDENT OF QUEBEC SOCIETY 


(The following address was delivered by Mr. A. Ballantyne, Presi- 
dent of The Society of Chartered Accountants of the Province of 
Quebec, at the annual banquet of the Society held in the Windsor 
Hotel, Montreal, 13th March 1940.) 


Gentlemen: For some years now a feature of the annual 
banquet has been the welcoming to membership in our 
' Society of those students who have recently qualified to 
become chartered accountants by successfully passing the 
final accounting and auditing examinations, and presenting 
to these students their certificates of membership and the 
special prizes gained by those who by their proficiency have 
earned special recognition. 

This year this ceremony has a special significance to us 
because in December last for the first time in the history 
of the profession in Canada a uniform examination was held 
throughout the Dominion for all English-speaking students, 
and the new members who are receiving their certificates 
tonight have (in the case of such English-speaking stu- 
dents) qualified as chartered accountants by meeting the 
same examination requirements as all other aspirants for 
this qualification throughout Canada. 
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Dominion-Wide Examinations 

In view of the fact that we have a number of people 
here tonight who are probably not familiar with the various 
organizations of chartered accountants in the Dominion, I 
would like to make a brief reference to them now. There 
are in Canada today nine provincial institutes of chartered 
accountants (one for each province). Each of these bodies 
was created by provincial charter under which it has the 
power to decide the qualifications necessary for admission 
to its membership and to confer on its members the title 
of “chartered accountant.” It will therefore be seen that 
unless all Provincial Institutes require similar standards of 
qualification for their members, the designation of chartered 
accountant is liable to lose its value, as the result of lower- 
ing of standards by any one provincial body. 

In 1937 at the annual meeting of The Dominion Associa- 
tion of Chartered Accountants, the membership of which is 
composed of all members of the Provincial Institutes, a 
paper was presented by Mr. Kris A. Mapp, a member of the 
Ontario Institute, dealing with the tuition of students and 
advocating uniformity in service and examination qualifica- 
tions for membership in all Provincial Institutes. This 
paper made such an impression on the meeting that it was 
decided to form a committee to study the conditions of 
membership existing in each Provincial Institute and report 
back to the next annual meeting. This committee, headed 
by Mr. Mapp as chairman, submitted its report at Halifax 
in 1938 and recommended that a larger committee with a 
representative from each Provincial Institute be formed 
with a view to endeavouring to arrive at some plan of uni- 
formity which would be acceptable to all the provinces. A 
meeting of this committee was held in Winnipeg in No- 
vember 1938 and a plan evolved for the holding of uniform 
examinations and the adoption of a curriculum of study 
which each representative agreed to recommend to his In- 
stitute for approval. 

The progress made at the Winnipeg meeting was most 
encouraging but it was realized that there were still many 
difficulties to be overcome before the proposed plans could 
become effective. This was particularly true in the Prov- 
ince of Quebec where our examinations were governed by 
agreements with McGill University and the University of 
Montreal. We immediately started negotiations with repre- 
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sentatives of McGill with a view to changing the condi- 
tions of our agreement to enable us to join in the uniform 
plans, and matters were so arranged, pending the prepara- 
tion of a new agreement, that we were able to adopt the 
uniform examinations held in December last for our 
English-speaking students. I would like to take this oppor- 
tunity of publicly expressing the appreciation of our Society 
to McGill University for its co-operation in enabling us to 
put our proposals into effect. I am also happy to be able 
to announce that a new agreement has now been signed 
with the university which puts the arrangements between 
our Society and the university on a more satisfactory basis 
and ensures a continuance of the close relationship which 
has existed for so many years. 

We have not yet been able to arrange any change in the 
conditions governing our French-speaking students, but we 
hope in the not too distant future to be able to overcome the 
difficulties which prevent these students from participating 
in the uniform plan now applicable to all other students 
throughout Canada. 

To arrive at the stage of uniformity which has now been 
achieved it has been necessary for nine provincial bodies 
to come to a mutual agreement. We believe that what has 
been accomplished is a progressive step which cannot but 
be beneficial to our profession and it is gratifying to know 
that our provincial societies are prepared to forego their 
provincial privileges in the interests of the profession as a 
whole. I suggest that other provincial bodies including 
‘governments might emulate the example of the chartered 
accountants with benefit to the Dominion. 

I would now like the new members to come forward as 
their names are called to receive their certificates, and re- 
main standing in line facing the head table after the certi- 
ficates and prizes have been presented. 


Welcome to New Members 
(Mr. Ballantyne then addressed the graduating class) 
Gentlemen: As President of your Society I have a two- 
fold duty to perform towards you as new members. The 
first part of this duty is a very pleasant one and presents 
no difficulty, namely, to extend to you my very hearty con- 
gratulations on successfully passing the examination re- 
quirements of our Society and to welcome you into our 
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membership. We are always glad to welcome new members 
because we realize that no Society can continue to maintain 
its position unless provision is made for a continuous supply 
of replacements to fill the gaps that must inevitably appear 
in our ranks with the passage of time. It is, of course, very 
important that the incoming members be of the same 
calibre as those who have preceded them, and it is for 
this reason that we place so much emphasis on the training 
of our students. I have every confidence that you gentle- 
men will prove to be worthy members of our Society. 

The second part of my duty to you tonight is to offer a 
few words of advice in the hope that they may prove help- 
ful to you in the early days of your professional careers. I 
realize that this is a somewhat delicate task and that advice 
is more often resented than welcomed. In the belief, how- 
ever, that most of you will be willing to consider the worth 
of any advice offered to you before rejecting it, I propose 
to venture on this delicate task in the hope that at least 
some of you may derive some benefit from what I offer. 


In successfully passing the final examinations and quali- 
fying for admission to our Society you have every reason 
to feel proud of your achievement. The natural tendency 
when one has reached his goal is to relax and to be satis- 
fied to coast. I believe you are entitled to some relaxation 
after the extended period of concentrated study through 
which you have just passed, but if there is any thought in 
your minds that your days of study are all behind you and 
that from now on you can sit back and rest on your laurels 
I would like to disabuse your minds of such thoughts now. 
The accounting profession has built up an enviable reputa- 
tion and is held in high regard by the business community. 
The duties which have fallen on the profession have in- 
creased with the complexity of business problems which 
have arisen during recent years so that today accountants 
are faced with problems which never troubled our prede- 
cessors. It is inevitable that new problems will continue to 
arise which will require your attention in the future, and 
to be prepared to meet these problems it will be necessary 
for you to keep abreast of the times and to realize that, far 
from your education being finished, you have merely laid 
the foundation for a broader study and more practical ap- 
plication of the principles of which you now have some 
knowledge. 
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No more important duty falls to a chartered accountant 
than that of appending his signature to a certificate or 
report and I would like to emphasize its importance to you 
right at the outset of your professional careers. On no 
account subscribe your name to any statement until you 
are satisfied that you are justified in doing so. Avoid any 
ambiguity in the wording of your reports, and state clearly 
any reservations or qualifications you find it necessary to 
make. 

The most important asset that you can acquire is a good 
reputation, and to acquire that, it is necessary to adhere 
strictly to the high principles that have been instrumental 
in raising the profession to the position which it holds in 
the business world today. 

To summarize then, gentlemen, my advice to you is: 
(1) Do not be satisfied with what you have already achieved 
but recognize the necessity of extending your knowledge 
and experience; (2) realize the responsibility you are as- 
suming when you sign a report or certificate and consider 
carefully whether you are justified in assuming such re- 
sponsibility; and (3) endeavour to build up a reputation 
for integrity as well as accounting ability. 

With these points in mind I feel sure that you can look 
forward to a successful career in your chosen profession, 
and I extend to you my best wishes for your success. 
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THE DEVELOPMENT OF FOREIGN EXCHANGE 
CONTROL PRIOR TO THE OUTBREAK OF WAR 
(An address delivered by Dr. F. Cyril James, Principal and Vice- 
Chancellor of McGill University, at the annual banquet of The Society 


of Chartered Accountants of the Province of Quebec, on Wednesday 
evening, 13th March 1940.) 


HE creation of the Bank for International Settle- 

ments, and the proposals for the setting-up of satellite 
institutions, may be said to mark the peak of the first phase 
of post-war reconstruction. It represented the crowning 
effort that was made toward the re-establishment of an 
international monetary system that should function as an 
integral part of a world economy. 

Manifestly, however, the economic structure of the 
post-war world was different from that which had been 
so rudely shattered in 1914. The functions envisaged for 
the international bank emphasized the fact that the gold 
standard was a managed monetary system. The auto- 
maticity that had been presumed to exist prior to 1914 was 
recognized to be the result of comparative freedom of move- 
ment of goods, capital and labour—and even if capital still 
moved freely across national frontiers in the decade that 
preceded 1930, it was obvious that commodity trade and 
human migration were sorely impeded. Moreover, the 
Bank of England no longer enjoyed the pre-eminence that 
had enabled it to act as the unofficial manager of the gold 
standard before 1914. 

This growing recognition of the implications of the 
gold standard, together with the development of policies of 
economic nationalism on the part of several of the leading 
powers, naturally led to proposals that envisaged the 
“management” of the foreign exchange market in the in- 
terest of particular nations. If an international central 
bank was to manage the international monetary system for 
the world as a whole, it was obvious that its policies might 
sometimes conflict with the immediate economic interests 
of any particular nation adhering to that standard and, 
even though the charter of the Bank for International 
Settlements had attempted to preclude such a situation by 
requiring the active consent of any specific policy of those 
central banks in whose money markets the policy would 
involve operations, plans were naturally put forward for 
more active defensive measures. 
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Stability of foreign exchange rates, the cardinal benefit 
of the gold standard, constituted the crux of the problem. 
That such stability facilitated the operations of interna- 
tional trade was readily admitted, while it was even more 
obvious that international movements of long-term capital 
would be impossible unless the lender was given the protec- 
tion either of long-run exchange-rate stability or of a gold 
clause. But, on the other side of the picture, stability of 
foreign exchange rates necessarily subjects a country to 
the repercussions of economic conditions in all other parts 
of the world that are included within the orbit of the same 
monetary system. Active stock market speculation in New 
York could raise interest rates to a point that would draw 
large quantities of funds from London at unusually incon- 
venient times; a political crisis in Germany might flood the 
Paris money market with funds and neutralize the restric- 
tive policies that the central bank was trying to enforce. 
Moreover, a change in the general price level of any gold 
standard country automatically exerted some influence on 
commodity prices in all of the others, which might prove 
highly inconvenient in a world where price levels had be- 
come one of the significant criteria of central banking 
policy. 

To meet this problem, suggestions were made that en- 
visaged the maintenance of stability in the average foreign 
exchange rates over long periods of time, with fluctuations 
centring around the level of mint parity, while allowing 
national governments to influence or offset gold movements 
during short periods of time. 


Offsetting Gold Movements 


The idea of offsetting gold movements, so that stability 
of foreign exchange rates might be preserved without en- 
couraging any undesirable repercussions on the national 
economy, represented the oldest of the several proposals. 
Obviously it cut to the very root of the gold standard 
economy when the United States “sterilized” incoming gold 
during the years immediately following 1920, while the 
same result followed England’s efforts to neutralize the 
effect of gold imports by appropriate purchases of govern- 
ment securities on the part of the Bank of England. In 
both cases, the action prevented gold movements from 
exercising their normal effect upon the national economy 
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and permitted a temporary disruption of the international 
economic equilibrium that the gold standard envisaged. 

It was upon this temporary aspect, however, that em- 
phasis was placed. No central bank could offset gold move- 
ments that arose out of forces representing a permanent 
change in the economic structure of the countries concerned 
but, since such conditions in the immediate post-war period 
were generally regarded as abnormal, it was thought that 
the return of ultimate stability might be accelerated by 
policies that prevented immediate abnormalities from exer- 
cising their full effects. Why should the inflow of gold be 
permitted to cause monetary expansion in the United States 
when it was fully expected that a heavy outflow, in the 
near future, would cause an equally severe contraction? But, 
even in the case of such temporary forces, it was obvious 
that no central bank could offset their influence for long 
unless it was amply equipped with resources. On the one 
side, the sterilization of gold imports required the central 
bank to hoard in its vaults an unprofitable quantity of the 
yellow metal, which could not be allowed to exercise any 
influence either upon the money market or upon the earn- 
ings of the central bank itself. On the other, an export 
of gold that did not exert any effect upon domestic mone- 
tary conditions was only possible if the central bank had 
ample reserves—either in gold or in foreign short-term 
balances—and was willing to permit a substantial diminu- 
tion in the amount of these reserves. 

As a result of the limits imposed to offsetting policies 
by these two conditions, it was natural that central banks 
should have turned their attention to policies by means of 
which they could influence gold movements—particularly in 
view of the fact that the abnormalities of the world econ- 
omy showed no sign of rapid disappearance. 


Use of Discount Rate 


Once again, the idea was not new. Even during the 
nineteenth century, it had been realized that central banks 
could exercise a long-run influence upon the foreign ex- 
change rates (and thus upon gold movements) by means 
of policies that influenced the rate at which capital funds 
moved to or from the country. Moreover, in the formula- 
tion of such policies, the central bank had often worked in 
co-operation with the stock exchange and the national 
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government, so that the conditions under which foreign 
securities might be listed on the stock exchange were regu- 
lated by methods that discouraged the flotation of foreign 
issues and the use of such securities as collateral for loans. 

Such policies as these required a long period in which 
to exercise their full influence, however, and to meet short- 
run problems the central bank relied primarily upon the 
influence of the discount rate. An increase in discount 
rates would encourage an inward movement of short-term 
balances—while a steady reduction of the discount rate to 
low levels would produce the opposite results. By operat- 
ing thus directly upon the balance of international pay- 
ments, the central bank was able to influence both the 
foreign exchange rates and the volume of gold movements, 
and the experience of the Bank of England during the 
nineteenth century had demonstrated that the appropriate 
use of the discount rate was usually followed very promptly 
by the desired results. Only on rare occasions had it been 
necessary to supplement this weapon by an unofficial ban 
on the flotation of new foreign security issues by the Lon- 
don banking houses. 

Circumstances had changed during the World War, how- 
ever, and the following decade witnessed the growth of a 
volume of international short-term balances vastly greater 
than anything that had been known prior to 1914. More- 
over, these short-term funds could no longer be relied upon 
to flow to that market where they would earn the highest 
. rate of return; they skipped from Paris to Geneva, and 
from Geneva to London or New York, on the slightest 
rumour of economic or political crisis. So far were they 
from being influenced by the discount rates in the several 
money markets that, on occasion, an increase in that rate 
might produce an exodus of funds by arousing doubts as 
to the soundness of monetary and financial conditions 
within the country concerned. 

As a result there were widespread suggestions that 
central banks should be given legal powers to adopt policies 
that would tend to widen the distance between the gold 
points and thus discourage temporary movements of these 
short-term balances. By lowering the official price at which 
gold would be purchased, and raising that at which it would 
be sold (both variations being limited within a range of one 
or two per cent) it was apparent that the distance between 
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the gold points would be widened and exchange rates al- 
lowed to fluctuate somewhat further from mint parity than 
had been customary in the past. Moreover, by an approp- 
riate adjustment of future exchange rates and future gold 
prices, it would be possible for the central bank to create 
a determinable difference between present exchange rates 
and those which would rule at the end of, say, ninety days 
—thus discouraging any movement of short-term funds 
that might otherwise have occurred during that period to 
take advantage of differences in interest rates among the 
several money markets that were operating on the gold 
standard. 

Such a policy had much to recommend it, in the light of 
the circumstances that existed at the time. The volatility 
of short-term funds might have been noticeably reduced, 
without in any way endangering the stability of foreign 
exchange rates in the long run, since fluctuations within a 
range of two per cent above or below mint parity would be 
of small importance in the case of a fifty-year bond. 
Moreover, although the immediate process of adjustment 
of any gold standard country to a changing world economy 
might be somewhat retarded by such a policy, the essential 
international equilibrium of the world price structure might 
have been preserved. 

Unfortunately the policy was never tried out in any 
comprehensive fashion. Although various countries made 
spasmodic efforts to influence exchange rates and gold 
movements, the international gold standard had collapsed 
before any standard procedure could be developed. Between 
1930 and 1935, most of the leading powers abandoned gold 
and adopted independent paper standards and, since fluctua- 
tions in the foreign exchange value of a paper currency 
cannot affect the size of the domestic monetary reserves, 
the raison d’étre for all the earlier exchange regulations had 
disappeared long before the outbreak of the present war. 


Government Control of Exchange 


But the idea of exchange regulation did not die with 
the disappearance of the problem that had originally given 
rise to it. Indeed the rapid expansion of policies of econ- 
omic nationalism led to such a growth in foreign exchange 
practice during the years from 1931 to 1939 that the whole 
structure of world economy was changed. In many cases 
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the foreign exchange market practically ceased to function ; 
in some it degenerated to a position where it was nothing 
more than an instrument consciously used by governmental 
authorities for the execution of national economic policies. 
In almost all countries it was subjected to a degree of 
regulation that would have been unthinkable in the nine- 
teenth century. To find comparable examples of such a 
state of affairs it would be necessary to go back at least 
as far as the sixteenth century, to study policies like those 
by which Sir Thomas Gresham controlled the Flemish quo- 
tations for the pound sterling. 

Although the mechanisms that were developed for 
foreign exchange control are legion, and the reasons an- 
nounced for their adoption were almost as numerous, it is 
possible to divide them under three broad heads. In the 
first place, countries like the United States and England 
depressed the foreign exchange value of their currencies 
below the purchasing power parity primarily in the hope 
that they would thereby gain a differential advantage in 
foreign trade and, perhaps, bring about an increase in the 
domestic level of commodity prices. Secondly, and growing 
usually out of the policies adopted above, come the cases 
of those countries that set up powerful stabilization 
funds designed to minimize the day-to-day fluctuations in 
the foreign exchange value of the currency without at- 
tempting to influence its long-run trend. Thirdly, there 
_ were numerous cases of countries that established elaborate 
machinery for the purpose of maintaining the foreign ex- 
change quotations for the national currency at a figure 
substantially above the purchasing power parity. Each of 
these types of policy, since it creates different problems, 
must be analyzed separately. 

Most of the countries that abandoned the gold standard 
during the past ten years did so as a result of inescapable 
forces connected with the balance of international pay- 
ments. Falling prices of raw materials and foodstuffs, 
coupled with the cessation of foreign lending on the part 
of the creditor countries, made it impossible for debtor 
nations to meet their financial obligations, while the spread- 
ing conflagration of financial panic, in 1931, exacerbated the 
condition of Germany and forced England to abandon gold. 
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Policy of Currency, Depreciation 


Having taken this step, England did not adopt any 
further measures to depress the value of sterling on the 
foreign exchange market. The pound was allowed to “find 
its own level”—a phrase that has come to imply an official 
willingness to allow depreciation—and there can be no doubt 
of the fact that the British government welcomed the ex- 
pansion in the exporting industries which this depreciation 
encouraged. When the United States abandoned gold in 
the spring of 1933, however, more energetic policies of cur- 
rency depreciation were adopted. From the moment at 
which the link with gold was broken, the government pub- 
licly announced its desire for rising commodity prices within 
the United States, an attitude that inevitably tended to 
depress the value of the dollar in terms of other currencies, 
while towards the end of October the President announced 
the adoption of a gold-buying policy designed to accelerate 
the fall in the foreign exchange value of American cur- 
rency and the rise of commodity prices. Finally, in Janu- 
ary 1934, the dollar was legally reduced in weight by some 
forty per cent, as though to crystallize the policy of de- 
preciation, while numerous other methods continued to be 
used to raise domestic price levels proportionately to this 
devaluation. 

Although it is almost impossible to isolate the effects of 
currency depreciation from all of the other forces that were 
affecting world trade at the time, and equally difficult to 
assess the relative importance of the many factors that 
were operating within Great Britain and the United States, 
the evidence seems to suggest that both countries reaped 
a slight advantage from the monetary policies they adopted. 
Commodity price levels within the country stopped declin- 
ing and actually began to rise, while a notable expansion 
occurred in the volume of foreign trade. But these slight 
advantages were almost entirely due to the unusual circum- 
stances that existed at the time at which the policies of 
exchange depreciation were adopted, and it is interesting 
to notice that England apparently reaped greater benefits 
than the United States, despite the more energetic measures 
adopted by the latter. There is nothing at all in the evi- 
dence to suggest that deliberate depreciation by any coun- 
try of its monetary unit would always be advantageous and, 
as a matter of fact, there is every indication that the dis- 
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advantages of such a policy strongly outnumber the advan- 
tages. 

In the first place, a country can only benefit from such 
measures at the expense of other countries. Depreciation 
of the exchange value of the pound makes it cheap for 
foreigners to purchase English exports, while foreign im- 
ports into England tend to become more expensive. Policies 
of retaliation would, therefore, destroy the advantage 
completely since, if other nations also devalued their cur- 
rency or, alternately, impeded the export trade of England 
by means of special tariffs and embargoes, it is obvious that 
currency depreciation would confer no benefits whatever. 
Indeed, it is primarily due to such retaliatory measures 
that the American policy was less successful than the 
British in attaining its aims. Moreover, even to the extent 
to which currency depreciation does augment the volume 
of exports, it is apparent that the country which adopts 
such a policy is deliberately exchanging a larger volume of 
exported goods for a smaller volume of imports—an ar- 
rangement that cannot be expected to increase the aggre- 
gate wealth of the country! 

But, if currency depreciation is recognized as bad for 
the country that adopts such a policy, it is infinitely worse 
for the rest of the world—particularly if the country resort- 
ing to such devices occupies an important place in the 
world economy. If retaliation is wide-spread, a considerable 
diminution in the aggregate volume of world trade must 
inevitably follow, with all of the disadvantages that are 
inherent in such a contraction. If there is no retaliation 
there is an inevitable tendency towards declining prices 
(measured in terms of gold or stable currencies) for those 
commodities that are imported into the depreciating coun- 
try. Because of England’s outstanding position as a con- 
sumer of foodstuffs and raw materials, and of the fact that 
England has long served as the leading world market for 
many of these commodities, the depreciation of the pound 
sterling in 1931 undoubtedly aggravated the process of 
deflation in those countries that still adhered to gold, and 
thus encouraged currency depreciation wherever the nations 
concerned could not face a further fall in commodity prices. 

When France also reached the point of devaluing her 
currency, it had, therefore, become apparent that the world 
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could not afford such expensive devices and, in September 
1936, England, France and the United States adopted the 
Tripartite Monetary Agreement, to which Belgium, Switz- 
erland and the Netherlands subsequently adhered. So far 
as the published records are concerned, the agreement was 
little more than a collection of pious hopes and platitudinous 
phrases. It guaranteed nothing and provided no construc- 
tive policy. But, in spite of this, the document had a very 
real significance since it may be said to mark the abandon- 
ment, by the nations concerned, of currency depreciation in 
the foreign exchange market as a deliberate instrument of 
national monetary policy. Developments subsequent to 
September 1939 confirmed this conclusion, even though 
France again devalued the franc on two occasions while the 
pound sterling sank to new low levels during 1938. In none 
of these events was there any suggestion of deliberate and 
competitive depreciation comparable to that which charac- 
terized American policy in 1933. 


(to be concluded in June issue) 


WAR FINANCE 


Editor’s Note: This is the eighth in a series of articles by Professor 
McQueen of the University of Manitoba on financing the war. 


To those who have been following these articles a recent 
pamphlet in the Oxford Pamphlets on World Affairs in 
which Geoffrey Crowther, editor of The Economist, discusses 
“War Finance in Britain” will be found to be of interest. 
After pointing out, as was pointed out previously here, 
that with minor qualifications it is true to say that the 
burden of war in 1940 “must therefore fall upon the citizens 
of the United Kingdom who are alive in 1940,” he goes on 
to discuss the three familiar methods of financing the war, 
namely, taxation, borrowing and inflation. His pamphlet 
is especially interesting because he sets down figures for 
his estimate of the burden involved. 

In the year 1918 it appears that out of a national in- 
come* of £5,500 millions there was being allocated £2,700 





*It would be sufficiently accurate for the purpose in hand to regard 
the national income as the value of goods and services produced during 
the year, which figure would include the value of consumers goods 
and services produced during the year plus the value of the additions 
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millions for government purposes. He believes that in the 
present struggle this proportion will not be less and will 
probably be greater. He estimates the national income 
of the United Kingdom when the slack in unemployment 
is fully taken up will be £7,000 millions and that of this 
amount the government may require for its purposes £4,000 
millions. This will leave £3,000 millions for the public for 
its own requirements. The measure of the sacrifice in- 
volved in war is evident when this £3,000 millions is com- 
pared with his estimate of £4,800 millions available for the 
same purposes in 1939-40. 

The interesting part of the pamphlet is concerned with 
how the government can draw to itself £4,000 millions out 
of a national income of £7,000 millions. Assuming that 
the excess over £2,000 per annum of all personal incomes 
were taken in taxes and that the standard income tax rate 
were increased by one-third and that a universal sales tax 
of five per cent were levied then the government might get 
at most £2,000 millions out of the required £4,000 millions. 
It is apparent that we have left now far behind us any 
notion that any “mere soak-the-rich” device can possibly 
finance this war and it is also clear that the only taxes 
that will yield anything significant for the purpose are 
“plain honest taxes that hurt plain honest people.” This 
truth, which is so abundantly clear to the experts, should 
be proclaimed from the housetops, for its acceptance now 
will prevent needless social frictions later. 

, It is possible that the government can draw to itself 

another £1,000 millions by borrowing from the people all 
those sums they formerly saved as well as a large part of 
the sums formerly used for the maintenance of the coun- 
try’s capital equipment. Even then we are still left with 
a deficit of £1,000 millions per annum and Crowther sees 
no way of meeting the situation other than by compelling 
the people to save still more up to the point that there 
will be left only £3,000 millions available for consumption 
expenditure of the population. Out of an income of £7,000 
millions then there will be taxed £2,000 millions, there will 
be diverted from ordinary savings and maintenance re- 





made to the community’s capital equipment during the year. Alterna- 
tively, the national income might be regarded as the value of the 
earnings of the labour, the resources and the equipment of the com- 
munity over the year. 
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quirements of peace time £1,000 millions, and there will 
be in addition a transfer from the people to the govern- 
ment of another £1,000 millions ordinarily spent on con- 
sumption requirements. This is equivalent to requiring 
an additional saving of £1,000 millions per annum at a 
time when the income of the people will have been dras- 
tically reduced by taxation and this new saving can only 
be made possible by a severe and compelled rationing of 
consumption. 

It is probably worth setting down Mr. Crowther’s fig- 
ures here as an aid to proper perspective on the problem. 

1918 1939-40 1939-40 


Peace Basis War Basis 
(millions of pounds sterling) 


National income .............. 5,500 6,000 7,000 
Government expenditure ...... 2,700 1,200 4,000 
Expenditure by public ........ 2,800 4,800 3,000 


Mr. Crowther assumes that of the £4,800 millions left 
to the public on a peace basis they saved net £400 millions 
which meant that there was a net increase of capital of 
that amount each year. There was also included in the cost 
of goods consumed annually an item of £500 millions to 
cover depreciation and maintenance and of this amount 
we might possibly defer maintenance during the war to 
the extent of £350 millions per annum. This total of £750 
millions might be raised to £1,000 millions as the national 
income rises from £6,000 millions to his estimated £7,000 
millions. This extra £1,000 millions would be tapped by 
the government by way of loan. This of course means that 
there would be no new capital suitable for peace purposes 
produced during the war and that what capital we now 
have would be allowed to deteriorate severely. 

He also calculates that £1,200 millions of taxes and rates 
can be raised to-£2,000 millions by means of the drastic 
tax increases noted above. 

He then calculates that the government must still get 
another £1,000 millions from the people by a compulsory 
forcing down of their consumption by that amount and 
simultaneously borrowing from them an equivalent sum. 

In summary this means that the government will get 
its £4,000 millions to the extent of £2,000 millions by taxa- 
tion, and to the extent of the other £2,000 millions by 
borrowing. This borrowing, of course, will be at the ex- 
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pense of the country’s present and future capital equip- 
ment and of its present standard of living. 

Mr. Crowther sees merit in Mr. Keynes’ scheme of 
“compulsory savings,” not so much, however, as a piece 
of war finance as a device for avoiding subsequent depres- 
sion. He is more in favour of rationing than is Mr. Keynes 
whose objections to this device were noted here in a pre- 
vious article. He, however, agrees thoroughly with Mr. 
Keynes about the dangers of inflation but he feels that the 
drastic cuts in consumption which will be necessary will 
prove to be so painful that they will not be squarely faced 
and that the government will resort to inflation in some 
degree. He argues that the role of inflation should in any 
case be “reduced to the unavoidable minimum.” Economists 
may differ on some things but the reputable ones seem 
to agree that inflation to finance a war is a fraud on many 
persons including the labouring group. 

R. McQueen. 


TABLE OF EXCHANGE RATES 
(Kindly supplied by The Canadian Bank of Commerce, Toronto) 
30th March 15th April 


1940 1940 
te i et caweearee 10-11% P. 10-11% P. 
I ridin hated wi theuS AG a we 443-447 443-447 
Austramen Pounds ............ 3.5814 3.5814 
New Zealand Pounds .......... 3.60 3.60 
South African Pounds ........ 4.46 4.46 
Belgium—Belgas ............. 18.95 18.70 
Denmark—Kroner ............ 21.46 No quote 
Holland—Florins ............. 58.94 58.94 
Finland—Finmarks ........... 2.10 2.21 
France—Francs .............:. 2.26 2.23 
| OV TET Ce ere Ler eee 5.60 5.60 
Sweden—Kronor ............. 26.46 26.46 
Switzerland—Francs .......... 24.90 24.90 
Norway—Kroner ............. 25.23 No quote 


Note: The above quotations are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies—Canadian 
cents per 100 units. 
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NEW LEGISLATION RESPECTING TAXATION— 
DOMINION AND PROVINCIAL 


Editor's Note: The information published under this heading indi- 
cates only in general terms the nature of recent legislation of the 
Provincial Governments respecting Taxation. For the Text of the 
legislation, readers should refer to the respective Acts. A copy of a 
Dominion Statute can be obtained from the King’s Printer, Ottawa, 
and of a Provincial Statute from the King’s Printer of the Province 
concerned. 

To provide information to chartered accountants who are called 
upon by their clients to prepare taxation returns in other provinces, 
The Dominion Association of Chartered Accountants some time ago 
sent to the reference library of each provincial Institute a complete 
set of tax legislation passed by the various provincial legislatures, and 
is keeping this information up to date by sending copies of amend- 
ments to such legislation as soon as these amendments are available 


for distribution. 
III. Manitoba 


The Income Taxation Act—The principal provisions of the 1940 
amendments are as follows: 

(a) “Personal and living expenses” (apparently both as an item 
of expense and as an element of income) has been defined to the 
extent of including the following: 

“the expenses of properties maintained by any person for the 
use or benefit of any taxpayer or any person connected with him 
by blood relationship, marriage or adoption, and not maintained 
in connection with a business carried on bona fide for a profit 
and not maintained with a reasonable expectation of a profit;” 

“the expenses, premiums or other costs of any policy of in- 
surance, annuity contract or other like contract, if the proceeds 
of such policy or contract are payable to or for the benefit of the 
taxpayer or any person connected with him by blood relationship, 
marriage or adoption.” 

The expenses referred to extend also to expenses of properties 
and establishments maintained by a personal corporation, estate or 
trust for the benefit of any of its shareholders or beneficiaries, 

(b) The definition of “personal and living expenses” as an ele 
ment of income has been amended and now reads as follows: 

“personal and living expenses when such form part of the 
profit, gain or remuneration of the taxpayer or the payment of 
such constitutes part of the gain, benefit or advantage accruing 
to the taxpayer under any estate, trust, contract, arrangement 
or power of appointment irrespective of when created.” 

(c) The manner of arriving at the amount of income tax payable 
by a corporation or joint stock company with its head office in Manitoba 
(other than a personal corporation) carrying on business in other 
provinces has been changed. Income earned by such companies in 
that part of its business carried on outside Manitoba is now not liable 
to taxation. The provisions relating to deductions of taxes paid in 
other provinces by such companies have been repealed. 

(d) The following have been added to the list of deductions and 
exemptions to which income as defined is subject: 

“Annual interest accruing within the taxation period in respect 
of succession duties or inheritance taxes;” 
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“In the case of any lump sum payment made in Canada by an 
employer on account of an employees’ superannuation or pension 
fund or plan in respect of past services of employees, made in 
such manner that the sum is irrevocably charged for the benefit 
of the fund or plan, one-tenth of the lump sum payment in each 
of ten successive years, commencing in the year in which the pay- 
ment is made: Provided, however, that in the case of a lump sum 
payment heretofore made, a deduction of one-tenth thereof shall 
be allowed in the 1940 fiscal period and in each fiscal period there- 
after until ten years have elapsed from the year of the lump sum 
payment;” 

“Not more than fifty per centum of the net taxable income 
of any taxpayer which has been actually paid within the taxation 
period to, and receipted for as such by, any patriotic organiza- 
tion or institution in Canada which receives the written approval 
of the Secretary of State of Canada.” 

“The amount paid to any country other than the Dominion of 
Canada for income tax in respect of the income of the taxpayer 
derived from sources therein if that country in imposing income 
tax allows a similar credit to persons in respect of income de- 
rived from sources within Manitoba.” 

(e) Income of a taxpayer, other than a corporation or joint stock 
company, derived from dividends of companies taxed under the Act and 
with head office in Manitoba is no longer exempt. 

(f) The following have been added to the list of deductions from 
income not allowed: 

“Expenses incurred by a joint stock company or a corporation 
to earn non-taxable income shall not be allowed as a deduction in 
computing the income to be assessed. Where general expenses 
are incurred to earn both taxable and non-taxable incomes the 
minister shall have power to apportion the expenses.” 

“Where a corporation or joint stock company with its head 
office in Manitoba, other than a personal corporation, carries on 
business outside of Manitoba, no losses incurred in respect to that 
part of its business shall be deducted or taken into account in 
calculating the amount of income earned in Manitoba.” 

(g) Where a company having elected to file a consolidated return 
revokes such election, the company is not entitled to make a second 
election for a period of five years from the date of such revocation. 

(h) A number of the clauses relating to the taxation of wages at 
the source have been amended. The amendments appear to represent 
a clarification of the position of taxpayers having dependents rather 
than any fundamental change in the basis of taxation. 

The amendments referred to in paragraphs (a) to (g) above are 
applicable to the income of the year 1939 and fiscal periods ending 
therein and of all subsequent periods. The amendments referred to 
in paragraph (h) are applicable to income of the year 1940 and fiscal 
periods ending therein and of all subsequent periods. 

The Corporations Taxation Act—There have been no amendments 
to this Act in 1940 to date. 


IV. Nova Scotia 


The Corporations Tax Act—The principal provisions of the 1940 
amendments are as follows: 

1. The rate of tax on net revenue has been increased from one 
per cent to two and one-half per cent. 
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2. A remittance to cover the amount of the tax, which is due on 
1st January, shall accompany the return required to be filed by the 
company on or before ist April in each year. If the tax or any part 
thereof is not paid on or before Ist April, interest at the rate of six 
per cent shall be payable on such tax or part thereof from 1st January. 

The Domestic, Dominion and Foreign Corporations Act — No 
amendments were made to this act in 1940 to date. 


V. Saskatchewan 


The Corporations Taxation Act—The principal amendments in 
1940 were as follows: 

(a) The basis of taxation for finance companies has been modified. 
The tax to be paid by a finance corporation in the year 1940 will be 
based upon its return of gross revenue for the year 1939; the rate 
of taxation is 3% still subject, however, to a minimum tax of $100.00 
if capital is $100,000 or less and $175.00 if capital is more than $100,000. 

(b) In the case of companies carrying on operations within the 
province for the development of natural gas or oil wells or metal 
mines until the company commences actual production the annual tax 
is $25.00 or a tax equivalent to the tax prescribed under Section 18 
(i.e. the tax payable by ordinary companies) for a company of similar 
capitalization whichever is the lesser amount and such tax is payable 
on 1st January. 

(c) The taxes payable under Section 6 (i.e. by insurance com- 
panies) are increased by one-half for all payments to be made in the 
year 1940. 

The Income Taz Act, 1936—The amendments of 1940 provide that 
income shall be subject to the following deduction or exemption: 


“the pay and other allowances received from His Majesty or 
any of His Majesty’s allies by a taxpayer while on active service 
in the present war aS a member of the naval, military or air 
forces of His Majesty or any of His Majesty’s allies, and also any 
allowance paid to or on behalf of a person dependent upon such 
taxpayer for support by reason of his being on such active service 
where such dependent person is one in respect of whom a deduc- 
tion from income is allowed by this Act” 


The section relating to the disallowance of directors’ fees under 
certain conditions has been amended and now reads: 

“In computing the amount of the profits or gains to be as- 
sessed a deduction shall not be allowed in respect of fees, salaries 
or bonuses paid or credited to a person as director, president, 
vice-president, manager or other officer of a corporation, where 
that person does not reside in the province, unless a separate 
return is made therefor and income tax paid thereon at the rate 
provided in this Act for persons other than corporations and 
joint stock companies.” 

Formerly any expenditure for salaries of directors, presidents, 
vice-presidents, general managers or other officers of any association 
or corporation was not allowed as a deduction to the extent to 
which the commission considers the expenditure excessive. This pro- 
vision now applies only if the person receiving the salary resides in 
the province. As noted above such salaries are taxable where the 
person is not resident in the province. 

Where a person (including corporations) is resident outside of 
Saskatchewan the net profit or gain arising from sales or other busi- 
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ness operations of such person in Saskatchewan shall be deemed to 
be the pertion of his income which is received from such operations 
within Saskatchewan and in determining such prefit or gain no 
allowance shall be made for any profit derived from manufacturing or 
other operations carried on outside of the province. 


There were a number of amendments relative to the obligations 
of agents of non-residents. 


The 1940 amendments apply to incomes earned, derived, received 
or accrued in the year 1939 and to incomes in respect of fiscal years 
ending subsequently to the thirty-first day of August, 1939. 


GENERAL NOTES 


Among Our Contributors 


A. W. Currie, whose article “Corporation law before 
1840” is published this month, is a graduate in Arts of 
Queen’s University, Kingston, and holds the degree also of 
Doctor of Commercial Science from Harvard University. 
He is at present Associate Professor of Commerce at the 
University of British Columbia. 

G. A. WooLLcomsE, whose article on “Further aspects of 
the inspection of a life insurance branch office” is pub- 
lished in this issue, became a member of the Society of 
Chartered Accountants of the Province of Quebec in 1926. 
In 1932 he joined the staff of the Confederation Life As- 
sociation, became assistant accountant in 1934, and in 1939 
was appointed to the pesition he now holds as chief inspector 
and internal auditor. 


Sittings of Exchequer Court in Maritimes 

Announcement has been made in The Canada Gazette 
that general sittings of The Exchequer Court of Canada 
will be held at the following times and places in the Mari- 
time Provinces, “provided that any case or matter to be 
entered for trial or set down for hearing at any of such 
sittings is so entered or set down at the office of the Regis- 
trar of the Court at Ottawa on or before the 3lst day of 
May, A.D. 1940; and if no case or matter is so entered or 
set down for any of such sittings, then the same shall not 
be holden:” 

At the Court House, in the City of Saint John, N.B., 
commencing on Monday, the 10th day of June A.D. 1940, 
at 10.30 a.m. (city time). 
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At the Court House, in the City of Moncton, N.B., 
commencing on Tuesday, the 11th day of June A.D. 1940, 
at 10.30 a.m. (city time). 

At the Court House, in the City of Charlottetown, P.E.I., 
commencing on Friday, the 14th day of June A.D. 1940, at 
10.30 a.m. (city time). 

At the Court House, in the City of Halifax, N.S., com- 
mencing on Monday, the 17th day of June A.D. 1940, at 
10.30 a.m. (city time). 

At the Court House, in the City of Sydney, N.S., com- 
mencing on Monday, the 24th day of June A.D. 1940, at 
10.30 a.m. (city time). 


PROVINCIAL NEWS 


MANITOBA 

A very enthusiastic general meeting of The Institute of 
Chartered Accountants of Manitoba was held on 20th March 
1940, when the members assembled for dinner at the club 
house of the Winnipeg Flying Club on the invitation of 
members of that Club arranged through the good offices 
of its president, Mr. C. W. Nicholl. 

During the excellent dinner, President Saul referred to 
the results of the December examinations and introduced 
the successful candidates to those present. Presentation 
of prizes and certificates was deferred to a more convenient 
season. After the dinner, members were given an oppor- 
tunity of inspecting the hangar, maintenance shops and 
training quarters of the Trans-Canada Air Lines. The effi- 
cient programme of mechanical check-up and actual super- 
vision of the flying equipment proved to be of particular 
interest, and the guides provided by the Trans-Canada Air 
Lines were untiring in explaining the equipment and in 
replying to questions. 

The fluorescent lighting used throughout the buildings 
had a most uncanny effect on the appearance of the ac- 
countants, but they resumed their normal appearance when 
emerging into daylight. An unusually interesting and in- 
structive evening was enjoyed. 


ONTARIO 
The annual mid-winter dinner and reception to new 
members of the Ontario Institute was held at the Royal 


356 








PROVINCIAL NEWS 


York Hotel, Toronto, on Friday, March 1st, and was at- 
tended by over 350 members, students and guests. Mr. 
J. W. Taylor, F.C.A., the President, occupied the chair and 
introduced the chief speaker, Air Marshal W. A. Bishop, 
V.C., D.S.0., M.C., D.F.C. The text of Air Marshal Bishop’s 
speech was published in the April issue of THz CANADIAN 
CHARTERED ACCOUNTANT. 

Other speakers were A. B. Shepard, F.C.A., who pro- 
posed the toast to the guests, The Honourable R. S. Robert- 
son, Chief Justice of Ontario, who replied to this toast and 
Kris A. Mapp, F.C.A., who moved a vote of thanks to Air 
Marshal Bishop. 

The Institute was honoured in having as its guests, The 
Honourable R. S. Robertson, Chief Justice of Ontario; Dean 
S. Beatty, representing the University of Toronto; Profes- 
sor R. G. H. Smails, representing Queen’s University ; K. W. 
Dalglish, President, Dominion Association of Chartered Ac- 
countants; A. Ballantyne, President, The Society of Char- 
tered Accountants of the Province of Quebec; Lieut.-Colonel 
A. E. Nash, M.C., Assistant Adjutant and Quarter Master 
General, Military District No. 2; Brigadier K. Stuart, D.S.O., 
M.C., Commandant Royal Military College; Wing Command- 
er Sully, Officer Commanding R.C.A.F. station, Trenton; 
Wing Commander Hume, Officer Commanding R.C.A.F. 
station, St. Thomas; Group Captain Stevenson, Officer Com- 
manding R.C.A.F. station, Camp Borden; Colonel R. Y. 
_ Eaton; Group Captain McEwen, Officer Commanding No. 
1 Air-training Command, Toronto; Colonel E. A. Baker, 
M.C., Managing-Director, Canadian National Institute for 
the Blind; R. C. Berkinshaw, President, Toronto Board of 
Trade; Gordon F. Perry, President, Royal Winter Fair; F. 
J. Crawford, President, Toronto Stock Exchange; George 
Brigden, President, Canadian National Exhibition; W. P. 
Scott, President, Investment Dealers’ Association of Can- 
ada; F. H. Marsh, Vice-President, Canadian Bankers’ As- 
sociation; Dr. F. A. Gaby, President, Empire Club of Can- 
ada; and H. D. Paterson, Inspector of Income Tax, Toronto 
Division. The following executive officers of the Dominion 
Association of Chartered Accountants were also present, 
W. E. Hodge, Moose Jaw; Frederick Johnson, Winnipeg; 
T. Harold Johnson, Halifax; and H. G. Norman, Montreal. 


During the evening, the year’s graduating class was 
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welcomed into membership in the Institute and the prizes 
awarded to those who passed their examination with par- 
ticular distinction were presented. 


SASKATCHEWAN 
REGINA 

At the monthly dinner meeting on 14th March of the 
Regina Chartered Accountants’ Club the new Regina mem- 
bers of the Institute of Chartered Accountants of Sas- 
katchewan, Messrs. G. A. Bright, G. Campbell, S. P. Golum- 
bia, W. Harding, Clarence Lee, W. L. Parrott and G. R. 
Patterson, who had been successful candidates in the recent 
Final examination, were presented with their diplomas by 
the senior members of their respective firms. Dr. W. Ram- 
say, Dean of Regina College, addressed the meeting on the 
need of a broad general education as the foundation of the 
career of the professional man. Members of the students’ 
society attended a club meeting for the first time, and the 
President, Mr. William Cook, announced that this would 
become an annual event. 

On 13th April the Club held its third annual ladies’ night 
banquet and dance. About fifty guests were present for 
an evening of enjoyable entertainment. Mr. N. B. Williams, 
the guest speaker, described in a pleasing and graphic man- 
ner his impressions of San Francisco. 


PERSONALS 


Messrs. Henry Glover and Company, Federal Building, 
Toronto, wish to announce the admission to partnership of 
Mr. Charles E. Baker, chartered accountant. 

Messrs. Gordon A. Peters, R. W. Morrison and Colin C. 
Brown announce the dissolution of their partnership known 
as Peters, Morrison & Brown. 

Messrs. Gordon A. Peters and Colin C. Brown announce 
that they have formed a partnership known as Peters, 
Brown & Co., with offices at Toronto, Kitchener and Fort 
Erie. 

Mr. R. W. Morrison, chartered accountant, announces 
that, having severed his connection with the firm of Peters, 
Morrison and Brown, he has opened an office for the prac- 
tice of his profession at Room 307, 21 King Street East, 


Toronto. 
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The Late John Archer Clague 


The Society of Chartered Accountants of the 
Province of Quebec regrets to announce the sudden 
death on April 8th in Montreal of John Archer 
Clague, a member of the Society since 1918. Mr. 
Clague was born in Sheffield, England, and came 
to Canada in 1911. Shortly after his arrival in this 
country he joined the firm of P. S. Ross & Sons, 
and in 1920 joined the Sun Life Assurance Com- 
pany as Chief Accountant; in 1934 he was appointed 
Assistant Comptroller of that company. 


The Late Alfred Jephcott 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death at Toronto on 
22nd March 1940 of Alfred Jephcott, an Honorary 
Member of the Institute. 

The late Mr. Jephcott joined the Institute by 
affiliation from The Institute of Chartered Account- 
ants in England and Wales on 26th February 1891 
and served on the Council for the years 1893, 1894, 
1899 and 1900. He was elected a Fellow on 10th 
September 1926. 

Upon resigning from active membership in the 
Institute in 1934, he was elected to honorary mem- 
bership at the annual meeting on 22nd June of that 
year. 

To the son and daughter and relatives the In- 
stitute offers sincere sympathy. 


The Late Andrew Ernest McDougall 

The Institute of Chartered Accountants of On- 
tario regrets to announce the death of Andrew 
Ernest McDougall at Toronto on 10th January 1940 
following a heart attack. 

The late Mr. McDougall was elected to member- 
ship on 19th January 1923 and was in practice for 
himself in this city. 

To his widow and children the Institute extends 
sincere sympathy. 
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BOOK REVIEWS 


AMONG THE BALANCE SHEETS 
By the Editor of “Finance and Commerce” in The Accountant 


(Published by Gee and Company (Publishers) Limited, London, 
1940, cloth, 162 pages, 18s. postpaid) 


The Editor of the “Finance and Commerce” section of The Ac- 
countant has for a number of years examined critically the statements 
published by public companies (be they never so mighty) and has 
offered without fear or favour denunciation or commendation of what 
he found. Those who have enjoyed reading that section, who have 
realized the force which it has exerted in the cause of improved 
draughtsmanship and more informative statements and who wish that 
it could have its counterpart in this country will enjoy also this volume 
containing reproductions of the published statements of thirty-three 
companies and some thirty pages of most apt and lively comment. 


As a case history of the progress made in England by the urging 
of professional accountants and by pressure of public opinion in face 
of the conventional inertia and secretiveness of company directors, 
the book will help the Canadian reader to realize how much he owes 
to The [Dominion] Companies Act, 1934. But the book is much 
more than this, for in his comment the author compresses into few 
words much wisdom on a number of topics of great current interest 
in this country. Some of these topics are suggested by the titles: 
“Pretty Balance Sheets,” “Shareholders’ Difficulties,” ‘“Chairmen’s 
Speeches,” “Interim Reports,” “The Treatment of Stock [i.e. Inven- 
tory] Values,” “Auditors and Depreciation,” which offer opportunities 
for discussion of secret reserves, of the impotence of the shareholder 
who attends a company meeting, of the value of circulating in ad- 
vance of the meeting printed copies of the chairman’s speech, of the 
need for interim reports (with a warm commendation of The Inter- 
national Nickel Company of Canada Limited whose interim statement 
is reproduced) and so on. 

It would be distinctly in the interest of the shareholders of many 
Canadian companies to club together to buy a copy of this book for 
presentation to the chairman of their company at or before the next 
annual meeting. And in some cases it would do no harm to buy a 
second copy for presentation to the company’s auditors. 


R. G. H. SMAILS. 
Kingston, Ontario, April 1940. 


CENTRAL BANKING IN THE BRITISH DOMINIONS 
By A. F. W. Plumptre 


(Published by The University of Toronto Press, Toronto, 1940, 
cloth, 478 pages.) 


The extension of central banking to nearly all countries of more 
advanced development is one of the most notable economic phenomena 
of the two decades just closing. One may deplore this as a major 
step towards regimentation or one may merely accept it as an essen- 
tial protective measure in a world gone mad. As another alternative 
one may welcome it as having high potentialities in levelling out the 
business cycle and in modifying the destructive effects of a price col- 
lapse in a major export commodity such as wheat. But whatever one 
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may think about it central banking is here to stay. As a matter of 
self interest it is therefore incumbent on the business world in each 
country to find out just what it may and should expect from its 
central banking authorities. In no book will the business of the 
British Dominions find a more satisfactory exposition of the history, 
the potentialities and the limitations of managed money as applied 
to his own country than in that just published by Toronto’s brilliant 
young monetary economist, Professor Plumptre. 

It was a very large order to discuss this subject in one book with 
reference to four different countries in three separate continents. 
But this very effort and his success in drawing together the many 
points of likeness and contrast serve to clarify much that might other- 
wise have been obscure. The subject is no easy one and much that 
he has to say will be a breaking of new ground to some readers, but 
he is always interesting, his style lucid and his illustrations apt. Al- 
though one is not left in doubt where his own sympathies lie, he has 
a realistic approach to the practical difficulties and the limitations of 
central bank action. His discussion of the dilemma of whether to 
maintain a stable foreign exchange rate and let domestic business con- 
ditions take their own course or to engage upon a deliberate policy 
of exchange instability in the hope of producing a stable internal 
economy is of particular interest. In view of the newness of monetary 
management the book would have been more completely balanced had 
it been possible to include in it in some detail an account of the mis- 
takes of English and American central policies in the twenties and 
their repercussions of tragic disaster. Successful central banks may 
be a boon but those which err or over-reach can gravely injure the, 
economies of their respective countries. 


F. H. Brown 
Toronto, (Inspector of The Canadian Bank 
18th April 1940. of Commerce) 
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STUDENTS’ DEPARTMENT 
R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


Last month saw the publication of what is probably one 
of the most important contributions to the literature of 
accounting in the history of that literature. This is “An 
Introduction to Corporate Accounting Standards” by W. A. 
Paton and A. C. Littleton with a foreward by Howard C. 
Greer, three men who for the past twenty years have been 
striving in the accounting field to replace blind empiricism 
by reasoned objective standards and whose wide experience 
and trained intellect eminently qualify them for such a 
task. 

The book is a restatement, after three years discussion 
of “A Tentative Statement of Accounting Principles Under- 
lying Corporate Financial Statements,’” of the propositions 
put forward in that earlier essay, supplemented by an out- 
line of the basic theory of income measurement. Its title 
would appear to be unnecessarily restrictive because with 
the possible exception of Chapter VI on “Surplus” the an- 
alysis is appropriate to income measurement in any business 
enterprise no matter with what form of proprietorship that 
enterprise be organized. 

The author’s basic theory i is iceinedion while the spe- 
cific problems examined in the light of that theory include 
most of the matters that are the subject of current con- 
troversy or concerning which accountants have hitherto 
acted without any attempt at standardization of their fre- 
quently conflicting procedures. The authors object is not 
the statement of principles (a term which they think sug- 
gests a universality and degree of permanence which cannot 
exist in a human-service institution such as accounting) but 
the formulation of useful standards which will facilitate 
the expression of the financial facts of business in a signifi- 
cant manner. A statement of accounting standards they 
say “must inevitably embody some conflict with existing 
accounting practices, since existing accounting practice is 


1Monograph Series, No. 3, (American Accounting Association), 
pp. 156, $1.00. 
2The Accounting Review, June 1936. 
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at conflict with itself at a hundred points. It should avoid 
any appearance of encouraging violations of existing law, 
but it need not accept as good accounting all definitions, 
policies and practices which legislators and courts have 
added to the accounting structure.” “There no doubt,” as 
Mr. Greer says in his foreword, “are many accountants who 
hold views which are at variance with those expressed in 
this monograph, and modifications of the proposed stand- 
ards undoubtedly will be found necessary in a developing 
economy. It should be noted, however, that this work is 
no casual expression of the offhand opinion of a couple of 
secluded research workers who have found a convenient 
forum for the expression of personal and perhaps ephemeral 
ideas. This material is the fruit of a vigorous, intensive 
study of this problem, over a period of years, by a changing 
group of informed and experienced accountants, men who 
have been active not only in research and teaching, but in 
the public practice of accounting and the direction of the 
accounting policies of corporate enterprises.” 

We think that no accountant, be he sixteen or sixty years 
old, can afford to ignore this clear and comprehensive ex- 
position of the fundamental accounting problem. 


* * * 


An illustration of the authors’ treatment of an old 
heresy is to be found in their discussion of “the familiar 
opinion that depreciation is an optional, take-it-or-leave-it 
type of cost.” ‘The depreciation expense” they point out at 
page 67 “—the portion of plant cost actually incurred which 
is deemed to be applicable to current revenue — is a 
thorough-going cost of operation, basically on the same 
footing as labour and materials. Periodical depreciation is 
a genuine, out-of-pocket cost, although the expenditure may 
have been made prior to the period of write-off.” Later, 
at page 88 they say “Depreciation represents actual ex- 
penditure, genuine ‘out-of-pocket’ cost. Periodic deprecia- 
tion is nothing more than a portion of plant cost, and plant 
cost, like other costs incurred, originates through cash out- 
lay or the equivalent. It is true that the depreciation 
charge for the particular period does not represent expendi- 
tures made in the same period; instead the periodic depreci- 
ation accrual measures the portion of a previous expenditure 
which is considered applicable to current activity. Plant 
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cost is an extreme form of prepayment; depreciation ac- 
counting is the means by which such prepayment is as- 
signed to production.” 


* * * 


STUDENTS’ ASSOCIATION NOTES 


ONTARIO 

The Annual Meeting of The Chartered Accountants 
Students’ Association of Ontario was held on the evening 
of Tuesday, April 9th, at Hart House, University of To- 
ronto. The principal speaker of the evening was Mr. Trevor 
F. Moore of the firm of McLeod, Young, Weir & Company, 
who delivered an informative address on “The Part of the 
Investment Dealer and the Bank in the Country’s Finance.” 

The President, Mr. Frank Buck, presented the following 
athletic trophies which were won during the past year: the 
Baseball Trophy won by the firm of Jordan and Jordan; the 
Kris A. Mapp Tennis Trophy won by Mr. H. A. H. Mullin; 
and the G. T. Clarkson Cup for the low gross score at the 
annual Golf Tournament, which was won by Mr. H. A. Agar. 

The following members were elected to the Council of 
the Association for the year 1940-41: Messrs. J. H. A’Court; 
R. D. Allen; B. G. Dunlop, D. 8. R. Hepburn; S. W. Jamieson ; 
A. P. McDiarmid; G. D. Pattison, A. G. Rankin; J. R. Swan 
and E. A. Welch. 

Over eighty members were in attendance including a 
group from Hamilton. Some humorous entertainment and 
refreshments concluded a highly successful meeting. 

Following the annual meeting the new Council met and 
elected the following officers: President—D. S. R. Hepburn; 
Vice-President—E. A. Welch; Secretary—A. G. Rankin; 
Treasurer—J. R. Swan. 


QUEBEC 

On Thursday, April 11th, an evening of Bowling and 
Swimming was held which turned out to be one of the most 
successful social functions on record. It was unfortunate 
that accommodation had to be limited to the first fifty 
applicants, but those who had sent in their applications on 
time were treated to a wonderful evening. 

The bowling honours went to the team of Guay, Allen, 
Altimas and Hall, who received spoons for their evening’s 
work. The champion trundler turned out to be Julius Borer 


364 








STUDENTS’ DEPARTMENT 


who was duly presented with a silver cigarette box. The 
worst team of the evening, which received nothing but 
cigars, was the team captained by John Lewis, our Secre- 
tary. 

When the boys had bowled to their hearts’ content, 
many of them took to the swimming pool and drowned their 
sorrows. After much splashing the meeting came to order 
in the M.A.A.A.’s finest new lounge. 

Roscoe, the famous chef, had laid out his finest buffet 
supper and hot sausage rolls were the piéce de résistance. 
Roast beef and ham sandwiches, hors d’oeuvres, strong 
cheese and all the trimmings completed the menu. 

There was such singing as has not been heard since the 
last Smoker. Norman Jennison, who has played over the 
radio, officiated at the piano and it was not until very late 
in the evening that the boys stopped singing and went home. 

It was unanimously decided that the evening had been 
a memorable one and that the Chartered Accountants Stu- 
dents’ Society had done much to further the spirit of good 
fellowship among its members. 


* * * 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising 
members of the several provincial institutes and represent the per- 
sonal views and opinions of those members. They are designed not 
as models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I. 


THE PROVINCIAL INSTITUTES OF 
CHARTERED ACCOUNTANTS 


INTERMEDIATE EXAMINATION, 1939 
ACCOUNTING I 


Question 1 
On 5th July 1938, the Ego Manufacturing Company, Limited, 
requested the bank for a further loan and submitted the following 
statement to the bank, prepared by their accountant, showing results 
of operations for the six months’ period ended 30th June 1938: 


Decrease in inventory—Goods in process $ 5,000.00 
Increase in inventory—Finished goods .. $ 50,000.00 
Increase in inventory—Raw materials .. 30, 
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Accounts receivable .............cee0e. 150,000.00 
PROORERB OMAURIND: 6.665660 :600i05 ose cic e ic 45,000.00 
ER a Sg Go bos ws sien ceases 7,500.00 
ROD CISOUE WFTAUOOI GOTT is oso oiniss sevice nies 500.00 
PE MEER Goa as chet aCe sie ces ow ie 140,000.00 
SEIN ERMNIIND oak Sicicsleis Asia's cs seen ees 60,000.00 
Soa ae eecre 200,000.00 
Capital stock—Preferred—6% cumulative 

eI MNIBL 5 sie s:s'e'5i9 $a 49.5990\6'0 6. 200,000.00 
Capital stock—Common—No par value . 125,000.00 
See NN cok ca ohGb nouns owe se awn 500.00 
SSO Re ee 1,000.00 
Depreciation—Buildings ............... 1,125.00 
Depreciation—Plant and machinery .... 3,250.00 
Depreciation—Furniture and fixtures ... 125.00 
eg 10,000.00 
DIBCOUNUS TOCCIVED 6.6.0 cciceseesciecese 3,000.00 
SPI MLOWINN oa). xia was cnwawds esac 7,500.00 
Factory—Light, heat and power ........ 2,000.00 
Factory—Taxes and insurance ......... 1,500.00 
EDU coir cic oidG Sues eis «19> whe 9s 7,000.00 
NIG RNID. oS Ries kbs asc e anew saaiea 8,000.00 
Purnitare and ANTES... 2 ..ccccccccese 5,000.00 
General factory expenses .............. 8,000.00 
General office expenses ................ 5,000.00 
General selling expenses .............. 4,500.00 
Inventories—30th June 1938 ........... 245,000.00 
Investments in stocks and bonds ....... 60,000.00 
SOM ages ice ok Bute Soke os oisiainlerhe.o(s) ec 50,000.00 
Raw materials purchased ............. 300,000.00 
Mortgage bonds outstanding—6% ...... 150,000.00 
Non-productive labour ...............-- 15,000.00 
Office and management salaries ....... 17,500.00 
AMEE AN SRMCMINIBTNT se 5.0:0 00 soo s¥0'eissie 175,000.00 
ee eae 100,000.00 
Repairs to plant and machinery ........ 5,000.00 
Revenue from investments ............. 1,000.00 
Reserve for bad debts ................-. 10,000.00 
Reserves for depreciation .............. 40,000.00 
FU eee eis bc 2 lawn ibe -alalibiae iene 500,000.00 
Salesmen’s salaries and commissions .... 28,500.00 
Stationery, printing and office supplies . 2,000.00 
EES: Ac cGy os abane san boule S ee mean 71,500.00 





$1,425,500.00 $1,425,500.00 


Before making further advances, the bank requested that state- 
ments be prepared by the company’s auditor. You are the company’s 
auditor and you prepared a balance sheet showing the financial posi- 
tion of the Ego Manufacturing Company, Limited, as at 31st Decem- 
ber a The items shown on the balance sheet at that date were 
as follows: 


es EP PINRINE | AS oy eos divcn sacs be ckaetueeesas $125,000.00 
TEES MUU MIMO 1b hah ics basen nv kiss sess sicnis's om ae 75,000.00 
RRM ee Soh O5 Gb dec kasbSuew di snecins Sb Use es SSSa 100,000.00 
SR PENNE 65.55 5 sins ovis Ke ais\ainre 60'S ase crs bas owieve'ne 25,000.00 
EERE een o cas cn ke oa bao Onepumascwses eer 200,000.00 
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NPE NNN IMEI R eS or, tas hcl alta) 15s a's e/ave) a alielle oravaks Gis eeeichs 500.00 
RUIN ERI ees hegre che Ula a coan viet By aie.calsie en whee oa 5,000.00 
Capital stock—6% cumulative preferred 

Authorized $300,000.00 


RIE ee RAMEN MINER crc 50g So olga He N Aa Gib AUIS EGE Sc 200,000.00 
Capital stock—Common no par value 

RN 555) 555 6 5s 2 2 als a0 200,000 shares 

Issued—Fully paid ............ 100,000 shares 100,000.00 
POSEN CR IIEIOR 65h 0155: 5 Joie: sisi ato eretasacesa.s Wei0 salen ae'sie 1,000.00 
MINS UTE REINS 55.5. 356.0005 06's po 6 ere 5 0s a o'Diecels Alea nie 5,000.00 
Investments, stocks and bonds—at cost ................ 65,000.00 
TNVENLOTY, MOOGS MN PLOCESS 00. cse cs ecsedeccdeess 10,000.00 
Erivenvory, TMIGNOU GOGdS . oo... cick cscs ccciccseeces 75,000.00 
i A ao) || 85,000.00 
MIN leche tate ee g ora eta fascia a ats veteruinaieie aia esl 99 Sioa So hs, 0% 50,000.00 
Mortgage bonds outstanding—6% .................04. 150,000.00 
Bond interest payable ist January 1988 .............. 4,500.00 
MAING ANT TARE 656 Sin ei dhe 3.6) aia 6,08 50) 56a bia vs w O66 150,000.00 
MEORORVE COP WAG CUB) 6. aici aio soso o:be eo aenlds ewes wale 10,000.00 
Reserve for depreciation—Buildings .................. 9,000.00 
Reserve for depreciation—Furniture .................. 1,000.00 
Reserve for depreciation—Plant and machinery ........ 25,500.00 
ROUEN TRIES, 51 op coe ache oie 20a hate terse teisels tovsun Sia coitp Se ae RelA ak 71,500.00 


At 31st December 1937 discounted trade paper amounted to 
$50,000 and preferred dividends were in arrear to the extent of $12,000. 


You are requested to examine the records of the Ego Manu- 
facturing Company, Limited, for the six months’ period ended 30th 
June, 1938. You ascertain the following facts: 


1. Depreciation for the year 1937 was provided at the following 


rates: 
PGES. coca s via NG Reet 246% 
Plant and machinery ........ 10 % 
Furniture and fixtures ....... 10 % 


2. Accounts receivable include an advance to a director of $10,000. 
Your analysis of the accounts also discloses that one account 
amounting to $5,000 is definitely uncollectible and that a re- 
serve of $10,000 is ample provision for the remaining trade 
accounts. 

3. A machine costing $25,000 was purchased on 1st January 1938. 

4. Goods shipped on consignment costing $12,000 are included in 
“sales” at $15,000; the same goods are also included in the 
inventory of finished goods at cost. 

5. Certain investments, costing $10,000, were sold for $5,000 and 
the proceeds credited to the Investment account. 

6. Dividend of $12,000 on preferred stock was declared 15th June 
1938, payable 15th July 1938. 


Prepare: 
(a) Manufacturing Account for the six months ended 30th June 
38 


(b) Trading and Profit and Loss Statement for the six months 
ended 30th June 1938 
(c) Balance Sheet as at 30th June 1938. 
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SOLUTION 


EGO MANUFACTURING COMPANY, LIMITED 


ADJUSTING ENTRIES 
30th June 1938 


(1) Manufacturing account—Goods in process $ 10,000.00 


Manufacturing account—Raw materials . 
Trading account—Finished goods ....... 
To Inventory—Goods in process ..... 
Inventory—Raw materials ....... 
Inventory—Finished goods ....... 
Closing out opening inventories 


(2) Inventory—Goods in process ........... 
Inventory—Raw materials ............. 
Inventory—Finished goods ............ 

To Manufacturing account—Goods in 
PRBRPES Cre iemek sree es baie 
Manufacturing account—Raw ma- 
PME = Grice unsann cheese se sues 
Trading account—Finished goods . 
Setting up inventories—30th June 1988 


(3) Interest on mortgage bonds ............ 
To Bond interest payable ........... 

To set up interest on mortgage bonds 

for half year @ 6% due 1st July 1938 


(4) Depreciation—Buildings ............... 
Depreciation—Plant and machinery .... 
Depreciation—Furniture and fixtures ... 

To Depreciation reserves—Buildings .. 
Depreciation reserves—Plant and 
CEE 055 440s ss eoecn ss ae'es 
Depreciation reserves — Furniture 
Sg. ee ae 
To set up additional depreciation re- 
serves in accordance with previous 
year’s basis 


(5) Asivance G0 GIPOCOP 46 nis eis ccdicscecscece 
To Accounts receivable .............. 
To transfer advance to director 


(6) Bad Mavis WHten ON os osiscs ec ceecenes 
To Accounts receivable .............- 
To write off uncollectible account 


[GOMER DGGNTrouaskoa ce sa Kaku hws wiesese 
To Accounts receivable .............. 
Goods shipped on consignment included 

in sales 


(8) Loss on sale of investments ........... 
To Investments in stocks and bonds .. 
To record loss on sale of investments 


1) eee RINE, | in:5 0's sino so win's's wo apo 000 
To dividend payable—Preferred shares 
To record liability on dividend declared 

15th June 1938. 
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85,000.00 
75,000.00 


5,000.00 
115,600.00 
125,000.00 


4,500.00 


1,375.00 
5,500.00 
125.00 


10,000.00 


5,000.00 


15,000.00 


5,000.00 


12,000.00 





$10,000.00 
85,000.00 
75,000.00 


5,000.00 


115,000.00 
125,000.00 


4,500.00 


1,375.00 
5,500.00 
125.00 


10,000.00 


5,000.00 


15,000.00 


5,000.00 


12,000.00 
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EGO MANUFACTURING COMPANY, LIMITED 


MANUFACTURING ACCOUNT 
FOR THE SIX MONTHS ENDED 30th JUNE 1938 


Inventory goods in process 31st December 1937 $ 10,000.00 


COST OF MATERIALS USED 
Inventory—Raw materials, 31st December 
1937 
Raw materials purchased 
Freight in 


Less Inventory—Raw materials, 30st June 
1938 


115,000.00 277,000.00 


PRODUCTIVE LABOUR 100,000.00 


FACTORY EXPENSES: 


Nen-productive labour 
Light, heat and power 
Taxes and insurance 
General factory expenses 
Repairs to plant and machinery 
Depreciation—Buildings 
Depreciation—Plant and machin- 
42,750.00 


429,750.00 


Deduct Inventory—Goods in process, 30th 
June 1938 5,000.00 


Cost of goods manufactured—transferred to 
trading account $424,750.00 


EGO MANUFACTURING COMPANY, LIMITED 


TRADING AND PROFIT AND LOSS STATEMENT 
FOR THE SIX MONTHS ENDED 30th JUNE 1938 


$485,000.00 


COST OF SALES: 


Inventory—Finished goods, 3lst December 
1937 $ 75,000.00 


Cost of goods manufactured—Manufactur- 
ing account 424,750.00 
499,750.00 
125,000.00 874,750.00 


110,250.00 
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SELLING EXPENSES: 
Freight out 
Advertising 
Delivery expenses 
Salesmen’s salaries and commissions 
General selling expenses 


Net trading profit 


ADMINISTRATIVE AND GENERAL EXPENSES: 


Office and management salaries 

Stationery and office supplies 

Bad debts written off 

Depreciation on furniture and fixtures B 

General office expenses 3 30,250.00 


Net operating profit 21,500.00 


ADD: SUNDRY INCOME: 


Income from investments y 
Discounts received i 4,000.00 


25,500.00 
Deduct Discounts allowed 7,500.00 


Net profit—Before bond interest 18,000.00 
Interest on bonds outstanding 4,500.00 


Net profit _ $18,500.00 
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PROBLEM II 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


FINAL EXAMINATION, 1939 
ACCOUNTING III 


Question 3 


Hancock was declared bankrupt on 30th April 1939. You are 

given the following figures regarding his estate: 
Cash on hand and in bank 300 
Creditors, ordinary, unsecured 
Government taxes unpaid 
Wages due employees for two weeks prior to April 30 
Accounts receivable, good 
Accounts receivable, doubtful $8,000, estimated to realize ... 
Accounts receivable, bad $26,000, estimated to realize 
Liability on bills and notes receivable discounted 
(of which it is estimated $18,000 will be dishonoured, 
and rank for dividend) 
Merchandise, book value $89,000, estimated to realize 
Creditors, partly secured by 5% Simpson bonds 
5% Simpson bonds, cost $20,000, estimated to realize 
Creditors, fully secured by 4% Duggan bonds 
4% Duggan bonds, cost $9,000, estimated to realize 
Office equipment and fixtures—cost $4,000, estimated to realize 300 

He had commenced business on ist January 1935, with $120,000. 
His profit and loss accounts for each year since then had shown the 
following after charging $9,000 per annum for his own salary: 

Year ended 31st December 1935—profit 

Year ended 31st December 1936—profit 

Year ended 31st December 1937—loss 

Year ended 31st December 1938—loss 

4 months ended 30th April 1939—loss 

It is estimated that the expenses of the bankruptcy, execution 
creditor, etc., will amount to $900. 

The trustee is to get 5% of cash receipts. . 

(a) Prepare a statement showing the total amount of ordinary 
unsecured creditors, and the total funds estimated to be available 
to meet their claims, after providing for expenses of the bank- 
ruptcy, etc. 

Estimate the amount of the dividend that will be paid, to one 
decimal point of a cent. 

(b) Prepare a Deficiency Statement showing the amount which 
must be accounted for by way of private withdrawals from the busi- 
ness since 1st January 1935. 
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SOLUTION 


T. Hancock 
Statement of Affairs as at 30th April 1939 


ASSETS Book Estimated 


Value to Realize Shrinkage 


Cash in hand and in bank ............$ 800 $ 300 
Accounts receivable: good 3,000 
— 3,400 


Merchandise 16,000 
Equipment and fixtures 
Assets Pledged 
5% Simpson bonds 
4% Duggan bonds 
Bills and notes receivable discounted ... 
Excess of pledged assets 


$ 4,600 
26,000 
73,000 

3,700 


194,300 24,600 —126,700 


Less Preferred creditors 1,700 


22,900 
Estimated Deficiency before deduction of 
bankruptcy expenses and trustee’s 
remuneration 122,100 


$194,300 $145,000 


Available for unsecured creditors $ 22,900 
Less Bankruptcy expenses $ 900 
Trustee’s remuneration 5% 
1,230 2,130 


$ 20,770 


LIABILITIES 


Unsecured ordinary creditors 
Partly secured creditors $25,000 
Secured by 5% Simpson bonds ............ 18,000 


Fully secured creditors 
Secured by 4% Duggan bonds 


Excess carried to contra 


Liability on bills discounted 

Preferred creditors 
Government taxes 1,200 
Wages for two weeks 500 


1,700 


$126,700 


To Rank 
$120,000 


7,000 


18,000 


$145,000 


Estimated dividend = 20,770 x 100 = 14.8 cents in the dollar. 


145,000 
373 





THE CANADIAN CHARTERED ACCOUNTANT 


T. Hancock 
Statement of Deficiency on 30th April 1939 


Estimated losses Capital as at 1st 
and shrinkages January 1935 $120,000 
on realization 1935 Profit ....$4,000 
Accounts re- Add salary 9,000 
ceivable ....$ 30,600 13,000 
Merchandise.. 73,000 1986 Profit .... 2,000 
Equipment and Add salary 9,000 
fixtures ... 3,700 11,000 
Simpson Bonds Estimated  defici- 
2,000 ency as per 
Statement 
discounted .. 18,000 Aff 122,100 


127,300 
Less Profit on 
Duggan Bonds 
600 
———— $126,700 
Other losses 
19387— 
Loss 
Less salary 9,000 


19388— 
Loss 
Less salary 


1939— 
Loss — 4 
months . 12,000 
Less salary 
4 months 3,000 


Withdrawals for 
private purposes 


3,000 


19,000 


drawals ... 69,400 
——_ 108,400 


$266,100 $266,100 


Note: Alternative solution for (b) if balance sheet figures for 30th 
April 1939 are given: 

Capital as at 1st January 1935 $120,000 

Capital remaining at 30th April 1939 4,600 


115,400 
Capital lost in operations: 
Net loss on profit and loss for 4 1/3 
years, taking his salary into account $31,000 
24,000 7,000 


Total withdrawals, including salary .. $108,400 
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